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Wednesday, 
February 19, 1958. 


---The Commission resumed at 9.45 a.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mee’ Pattiilo? 


MR, PATTILLO: Thank you, Mr. Chairman, 


BY MR. PATTILLO (Cont'd): 


Q. Mr. McDonald, we have it clear on 
the record that the first contract with Pacific 
Northwest was in December of 1954? 

MR. McDONALD: That is true. 

Q. When was the first contract with 
Bw, Electric? 

MR. McDONALD: Just a moment, sir, and I 
will get the papers. February 18th, 1955. 

Q. When was the first contract with 
Inland? 

MR. McDONALD: The date is February 2nd, 
LESS a ie 

Q. When did you make your contracts 
with the producers in the field? 

MR. McDONALD: The contracts are dated 
February ist, 2955. These are dated copies; they 
may have been signed a week or so later, 

Q. So that in the month of February, 


1955,you had all your original sales contracts 
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completed and your purchase contracts completed, 
and you were then in a position to apply for new 
export permits? 

MR. McDONALD: Yes; the purchase contract 
I refer to as the main one with Pacific, and during 
the next month or six weeks we did have additional 
contracts for that Fina group and others. We went 
to the Conservation Board in Alberta some time in 
March. 

Q. And the second group of 5-cent 
shares and the 125,000 shares were issued in April 
ote Los 52 


MR. McDONALD: I think that is right. 


Q. Would you just check that? 
A. Yes, 
Q. That is what I think you told me 


the other day. 

MR. McDONALD: Yes, that was in my testi- 
mony yesterday, Mr. Pattillo. 

Q. So, this statement that appears in 
the exhibit that you filed yesterday, Exhibit C-18-1, 
at the top of page 2, "The fact is none of the 625,000 
shares issued as above mentioned acquired a real 
value until May 1, 1956, when the financing of the 
project was consummated. Up to that date the 
company had no assured future and any investment 
in time and money by any of the shareholders was 


made entirely at the risk of completing financing." 
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That is notventirelyvaceurate, is it, in the‘ went 
of the fact that at the time those 125,000 shares 
; were issued the only thing left to be done was to 


get a renewed export permit from the Dominion of 
Canada to take the place of the one the company 
previously had and to complete the financing? 

MR. McDONALD: No, we had to go to the 
Federal Power Commission in the United States who 
had to adjudicate on the import of the gas. 

Q. But that was in effect -- as far 
as the Federal Power Commission application is 
concerned, all parties interested would be sup- 
porting the application? 

MR. McDONALD: Yes, I think that we had 
taken into account as much as possible all our opposi- 
tion, but we had no assurance whatsoever. We did 
nov rut Into difiveculties,. 

Qe Still looking at your Exhibit C-18-1, 
you say, "In the result the actual per share cost to 
Mr. MeMahon of his total holdings of 300,000 shares 
as shown in the prospectuses of September 11, 1957, 
was 74,188 Shares at S*cents . : ." -='and' then 
you fo on; but, just deal with that: Mr. MeManon 
did receive how many shares for 5 cents? 

MR. McDONALD: Personally, 74,188. 

Q. Yes, but the allotments to him 
exceeded that amount? 


MR. McDONALD: Yes. 
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first, the aggregate allotment? 

MR. McDONALD: The total allotment of the 
shares issued at the price of 5 cents was 154,687. 

Q. Yes. 

MR. McDONALD: To Mr. McMahon. 

Q. I think you told us .in your 
testimony that you received 10,000 shares at 5 
cents, and I assume that those 10,000 shares came 
out of that allotment of one hundred and some 
thousand? 

MR, McDONALD: Yes. I can give you the 
breakdown, Mr. Pattillo. 

Q. Please, 

MR, MeDONALD: Mr. George L.' McMahon 
received 54,400; Mr. Whittall 13,600, and myself 
12,500, and my 10,000 statement the other day was 
with reference to the 500,000 shares issued -- not 
the additional 125,000. My information comes 
from prospectuses, which are filed; these figures 
all appear in the prospectuses. 

Q. Perhaps you can put it on the record 
because it does not appear in the prospectuses that 
i have been mdirecting myrattentionito 1t an “that 
manner. Would you just state for the record what 
prospectus that can be found in? 

MR, McDONALD: It can be found in a 


Q. Well, let us have the allotment 
prospectus of April 23rd, 1956. 
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Q. When did the shares cof Westcoast 
first begin to be traded in over the market or 
over the curb? 

MR, McDONALD: Well, it would be May lst, 
1956; that would be the first date on which they 
would be traded. 

Qe You told us they were offered to 
the public for $5: what was the prices, starting 
then, they were traded in over the curb? 


MR. McDONALD: I have no knowledge of 


that. 

Q. You have no knowledge? 

MR. McDONALD: Well, I have no specific 
knowledge of what the trade was. You are refer- 


ring to prior to May? 

Q. TES. 

MR, McDONALD: Lthave no. record. 

Q. Have you any information as to 
the prices of the shares traded in from May lst, 
1956, up to the present time? 

MR, McDONALD: Yes, I have that infor- 
mation. I have it by average high and low per 
month, 

Q. That would be fine. would you 
read that into the record? 

MR. McDONALD: May 1956, $9.55; June, 
$10.44: July, $12.19; August, $12.19 --- oh, just 


a moment. I must correct myself; I was reading 
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from the wrong column. 

Q. Ald’ right. 

MR. McDONALD: In May the average high 
and low over the counter was $16.06 for Westcoast 
shares -- that is, May 1956. 

MR, COMMISSIONER LEVESQUE: Is that 
high or low? 


MR. McDONALD: That is the average. 
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Q. You have not got the high and low, 
you just have the average? 

MR. McDONALD: The high in May, 17 1/8; 
the low was 15. June, 24 1/2 high, low 15 1/2. 
July, 27 1/4 high, and a low of 23 1/2. August, 
high 28 1/2, low 24 1/4. Septemrer, 27 7/8 and 
a low of 26, October, a high of 28 and a low of 
25 1/4. November, 29 1/4 and a low of 25 ae 
December, 29 3/8, and a low of 26 1/4. January, 
1957, a high of 38 1/4, and a low of 28 1/2. 
February, 37 1/2, and a low of 35 1/4. March, 

41 1/2 high, and a low of 36. April, 46 1/2 high, 
and a low of 40 3/4. May, 52 high, low 41 3/4. 
June, 57 1/2, and a low of 48. July, 49 3/4 high, 
and a low of 43. That is all I happen to have. 

Q. Thank you very much. Now, on page 3 
of the exhibit you filed yesterday, C-18-1, you 
State here: 

"One method to offset this possibility of 

"losing Canadian control of the company 

"was to issue additional shares to the 

"then shareholders; further to insure 

"control to grant options covering 400,000 

"shares, " 

Now, the options you refer to are the 200,000 to 
Mr. McMahon and the 200,000 to Eastman Dilton, Union 
securities & Co, 


MR. McDONALD: That is right: 
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Q. Of the 200,000 that were optioned 
to Eastman Dillon they, in fact, took down how 
many? 

MR. McDONALD: They have taken down about 
-- 1G is about 179,000 shares out of the 200,000. 

Q. And of that 179,000 they sold in 
the open market all but 18,000? 

MR. McDONALD: I have no idea what they 
did with them. 

Q. I am just looking at your prospectus 
of September 11, 1957 at page 46. 

MR. McDONALD: Yes, whatever is stated 
here in the prospectus is accurate. 

Q. And what it says there: 

"The company is advised options in res- 

"yect of 18,400 shares were exercised by 

"such persons and the stock is still 

"held by them; options in respect of 

"161,090 shares were sold by them for 

"an aggregate consideration of $4 million.,' 
and so on. 

MR. McDONALD: Yes, that is right. 

Q. So.that,. soufarm,as. 1615 090vshares 
were concerned, they were not held for the purpose 
of exercising Canadian control of the company? 

MR. McDONALD: They are deposited in the 


Voting Trust and are part of the control of the com- 


pany. 


t 
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Q. The 161,090 shares, which were sold 
by Eastman Dillon, you say are deposited in the 
Voting trust? 

MR. McDONALD: The shares are deposited in 
the Voting trust; the man who paid the $4,900,000, 
or the people, has a certificate, a voting trust 
certificate, which states he has no voting rights 
of any nature or any kind. 

Q. He merely has the beneficial interest 
in the shares, the certificate? 

MR. McDONALD: The actual shares are in 
the name of the Montreal Trust Company. 

Q. When was the voting trust created? 

MR. McDONALD: It was actually executed 
Mayer,’ 1955." Demeenevpoint out, ) Mr. (Patci lio, what 
the: history"of the transaction is. 

Q. Yes? 

MR. McDONALD: The problem which faces 
the directors in regard to control, was that when 
they calculated the possibility of the issuing of 
shares that would be issued to the public, the fore- 
cast -—- I do not know the figures but, as I recollect 
the thinking of forecast of what the total amount 
of shares may be and the total number of shares that 
were required, and we wish to have the shares, ac- 
tually to our adherents, as it were, a sufficient 
number to offset the Pacific Northwest. We knew 


that Pacific Petroleums would, actually buy at $5 
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very close to the number of shares that Pacific 
Northwest had. We knew that we could rely on a 
fair proportion of the other shareholders to pur- 
chase the shares, but we were not certain that a 
Voting trust, which I had suggested to the Board 

to offset this --- with the exception of the changes 
in the United States or Canada -- may not be a 
feasible method of handling control. So, if we 
actually came to a vote, if we ever got into a posi- 
tion where it was necessary for somebody to purchase 
Shares in order to offset the group of foreign 
investors who might get control of our company, it 
was my recommendation to the Board that we issue 

and have outstanding sufficient optioned shares at 

a price higher than the public paid for it and the 
figure I suggested was 20 per cent, so that no 
matter, within a 5-year period, these people would 
come in and that our group could buy through the 
Treasury to offset gaining control of the company. 

I thought the rate at 20 per cent above the price 
was a reasonable rate because that amount, $2,400,000 
would have to be laid on the line, and that is a 

lot of money for anybody to put up. There were no 
restrictions placed on the shares, Mr. Pattillo, and 
we then discovered our voting trust arrangement was 
acceptable to the investing public. I think you 
can eventually have suitable arrangements, where our 


exchanges are concerned, or sufficient exchanges, 
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result, anyway,was that we have control, There 
were no restrictions placed on Eastman Dillon or 
Mr. McMahon with reference to whether and when they 
exercised the option. 

Q. Mr. McDonald, I am not sure I follow 
this thing. In May, May 9, when you set up this 
voting trust, as I understand, the 400,000 shares 
you proposed to be issued by way of option went 
immediately into the voting trust? 

MR. McDONALD: When they were sold they 
would then become part of the Voting Trust if they 
were exercised. 

Q. If the options were exercised the 
Shares would become part of the voting trust? 

MR. McDONALD: Line crshomaohty 

Q. And the holders of a voting trust 


certificate could, if they saw fit to do so, sell 


MR. McDONALD: No, shares -- oh, yes, 
they are traded just like shares; they are share 
certificates, 

Q. And that is really what Eastman 
Dillon has done? In relation to selling 161,090 
shares, they have sold voting trust certificates 
in relation to that many shares? 

MR. McDONALD: That is right. There is 


another thought there, Mr. Pattillo, which is all 


1 et 


to warrant the project as it stands, and the net 
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fitted together: when we were originally issuing 
the 500,000 shares, the cost of the project we 

then contemplated to be something in the neighbour- 
hood of $108 million. When we got our preliminary 
figures of our costs, in January, 1955 from Bechtel 
Corporation, their then estimate was $142 million. 
In other words, there had been, roughly, a 35 

per cent or 40 per cent increase in the overall 
project and.it was. not.out: of line with similar 
risk ventures of this kind, which I referred to 
yesterday, by making available to the original share- 
holders who accepted all these risks a proportion of 
the shares to be finally outstanding equivalent, 
approximatelysetoadeaper centiu6, i> per cent. 

Q. Well, Mr. McDonald, do you agree with 
me, once you have produced contracts from customers 
like Pacific Northwest and you have your supply con- 
tracts and you have your estimates from engineers 
in standing of Bechtel of what the whole cost of the 
project will be, if it ids economically feasible, 
that there Usenop much <difficublty 2m ralsinercapi tal, 

debt capital "ta sperm t the financing.) -Inethis tease 
it was 88 per cent that was able to be raised in 
that manner. 

MR. McDONALD: Yes, eventually it arrived 
at that figure. 

Q. Apparently, the investment corpora- 


tion, such as Metropolitan Life, did not consider, 
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at that stage, that there is a great risk in the 
venture. 
MR. McDONALD: Mr, Pattillo, what I think 
you are getting at -- I think your standard of 
value -- I could have taken my certificate to the 
bank and obtained no credit on the shares. I think 
that establishes the value of these shares. They 
were completely worthless until we had the total 
amount of money required to finance the initial pro- 
Ject.0etThat,1s my. VvLew,. I. do not question your 
comments on it but that, I think, is the practical 
estimate of this question. 
Q. Now, on page 6 of your exhibit C-18-1: 
"The issue of the 625,000 and the existence 
"of the options outstanding at the time 
"of initial financing have not added, in 
“any way, to the cost of service rendered 
"by Westcoast to its customers in Canada 
"or in the United States or, in any way, 
"lowered its ability to pay the maximum 
"orice for gas to the producers or, ad- 
"versely, affect the financing of the 
"company." 
You told us yesterday that the debt financing for 
the amount required amounts to, approximately, 88 
per cent of the capital structure of the company. 
MR. McDONALD: That is right, Mr. 


PSattLiio, 
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Q. And in determining your cost of ser- 
vicing, the interest on that 99 per cent is an item 
Cita te) es wnNCLuded was) Lipo Ui? 

MR. McDONALD: Oh, yes. 

Q. And if it was reduced to 75 per cent 
rather than’88 per cent, the cost of servicing would 
bewereauly, reduced) would it not? 

MR. McDONALD: Now bet me; point this:out 
to you, Mr. Pattillo. What the shareholders are 
interested in is the money that is available from the 
project, that is the dividends and for re-investment. 

Q. I agree that is what the shareholders 
are interested dma igang swust asking, an damot! correct 
inj thinking, if} your debt. fPinancine ts) 75 per cent 
of the total project rather than 83 per cent the 
cost of servicing the project is greatly reduced? 

MR. McDONALD: No. The cost, the interest 
cost is reduced, but the income tax cost -= to say 
that the cost of service is decreased--if you desire 
to measure your benefit on the amount of money avail- 
able for dividends and for re-investment on behalf 


of the shareholders. 
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Q. So that is to say, really, the only 
errec toot vhaving a higher LNEErEs tT Cherces Ps that 
the government gets less in the way of income tax 
because of the ability to take off the interest 
before Wevermining” the’ taxable income? 

MR. McDONALD: tL believe the calculation 
goes -- it is judged by the financial people who 
advise the directors of Westcoast, and I concluded 
myself after examination, that the debt was a proper 
method of financing the company. Now, what the 
eventual eriectyvwilil be: over the years on our total 
tax I wouldn't comment now. 

Q. You do agree with me, though, that 
am devtermingnc tne taxable income the interest 
payable on the bonds is a deductible figure? 

MR. McDONALD: Oh, most certainly. 

Q. But dividends that were paid to the 
shareholders"are. Wott Do you agree with that? 

MR. McDONALD: No, dividends could only 
be paid after the taxes, out of which the gross 
profit is made. 

Q. You also agree that the higher your 
debt charge, the higher percentage of your debt 
charge, the less your taxable income will be? 

MR. McDONALD: That is true, yes. “There 
are corporations, Mr. Pattillo, to my knowledge 
that are financing at a”°99 per’ cent debt" in: recent 


years since there has been a high income tax rate. 
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Q. I suppose that comes back, then, 
that the poor individual will pay more income tax 
in order to keep the economy going? 

MR. McDONALD: No,’ it is back’ to good 
sound business, for the benefit of the country as 
an WHOS . 

Q. Now, re 308e have a couple of questions 
that I want to ask you regarding this Peace River 
Natural Gas Company. 

When was that company incorporated, can 
your te lime? 

MR. McDONALD: Lem trying etoe think, "i 
think it was incorporated before World War II in 
the late 1930's. 

Q. Am I correct in thinking that in 1949, 
at that time, the authorized capital of the company 
was 250,000 shares, no par value, and that of those 
53,132 had been issued? 

MR. McDONALD: I have no knowledge of 
cat." LT dtdn tatu for they conpany. Ll weuld- just 
say thisy that that’ is the familiar pattern for 
every gold°“mining ‘company, every -oil company;. that 
has been organized in Canada in the 28 years that 
I have been a lawyer. When I say "every" I mean 
the general average, but that is the general method 
of organizing these companies. 

Q. Now, at the time in 1957 when the 


liquidation of the Peace River Natural Gas Company 
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was carried out and its assets transferred, as 
you detailed the othér day, were the original 
group that had formed the Peace River Natural Gas 
Company Limited still shareholders in Peace River 
Natural Gas? 

MR. McDONALD: I think a great many were. 

Q. Was the original geoup, to your know- 
ledge, StanleyoA, Slippers) Mow NormaneReh Whit tau , 
Mr, Frank M. McMahon and Colonel Victor Spencer, 

Moar George A.GMartin, Me. Prank M. Ross and Senator 
J.A,W, detB, Parris? 

MR. McDONALD: I have no doubt they were. 
They have contributed a great deal in organizations 
of this kind. They have been very active in all 
the natural resources of Western Canada, including 
this Peace whiverwdes: . 

Q. Do you know whether or not any of 
those persons I have mentioned still held shares 
atnthe time Oigienie transactionein.,195/ “in which 
the assets eventually got over or under the control 
of Westcoast Transmission? 

MR. McDONALD: Pardon menadmomens, bak 
have aiilistyhnercay The bonhy intomnatpionelsAhavesiie 
that Mr. McMahon was a director, both Mr. Frank 
McMahon and Mr. George McMahon and Mr. Whittall, 

Mr. Ross held shares and Senator Farris was a direc- 
tor, so, of course, he was atshareholder. 


Q. You have no record as to what the 
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original shares of this company were issued for? 

MR. McDONALD: No -- well, the company 
was incorporated to take over the Pouce Coupe, 
coe acreage an Pouce Coupe Tield of Alberta, Sie) 

I presume that shares were issued for the property, 
whatever those leases were, but I have no personal 
knowledge of them, 

Q. Did Sunray “Ol or. Mr. Weteht or any 
officer of Sunray Oil have any interest in Peace 
River Natural Gas? 

MR. McDONALD: They might have over the 
years but I have no knowledge as to that. 

Q. Rigno. 

MR. McDONALD: i nave no discinert, recol-— 
lection Of the: number Tor shares. 

Q. Now, Mr. McDonald, you were good 
enough to furnish us with a statement of the share- 
holdings Of vwne Gdireccorswand officers of Westcoast 
Transmission Company Limited as of June 30 last 
year, and Pacitac Petroleums Limited, Inland Navural 
Gas Company Limited, Peace River Natural Gas Company 
Limited and Westcoast Transmission Company Limited, 
and I think you have told us about Mr. McMahon's 
shareholdings in Westcoast Transmission and Peace 
River Natural Gas. He is a substantial holder in 
Inland also, (0,000 shares? 

MR. McDONALD: Met Ls Piesht, Me. Pacti i.e. 


Q. And have you any knowledge of Inland 
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es, Do. whether, he. paid the, market. price, for those 
sales or whether he paid something other? 

MR. McDONALD: Neat Oth Are wile ie aleycinrs Yen cemans 
Mr. McMahon with reference to Inland Natural Gas; 
Le Wass tnCoOmporated Ln Vancouver. 

Q. Right. 

Who. are, the Socicivors for Inland Natural 
Gas -- Farris & Company? 

MR. McDONALD: Yes, 

Q. Then you have told us how Mr. George 
L. McMahon got some of the shares in Westcoast 
LC aneMUsSSilOn aww) ee whey Ne also. hela. shares 1n 
each of the four companies. and so did Mr. wWwhittcall? 

MR. McDONALD: Yes. 

ME, ‘RATE RRL: fi propose, Tiling this 
schedule --- 

MR, McDONALD: Yes. 

MR. ATT EULO' SO dam not rcoing to read 
al) .of pchese thangs i want to yrefer to. 

Q. Now, you show Mr. Gilmour as holding 
Shares in Westcoast Transmission Company Limited, 
76,200. Are those shares represented by voting 
trust certificates or are they, in fact, shares 
outside the voting trust? 

MR. McDONALD: Noy abt Mp GL imoue’ Ss 
holdings are under the voting trust agreement. 

What I have shown here I might explain 
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a: 2 

ARE a 

ah ete a * va 
iis osteeaniaien es 


ie, aad), Gureeebeniyer heh. 


Las? inkieM | 


Lope = - , 
He bate eee. 


20 MbSS. 


—- 4 a = sorte a 
} 


a ti : 


1839 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


voting trust trustees of Westcoast ‘to file with the 
Security Exchange Commission of the United States 

a statement of their holdings as of June 30, LOST 
and this is the information which is furnished to 
the companies, to me as representing the voting 
trustees, to file with the Security Exchange Commis- 
Sion, and it comes from the records of the company. 

Q. Those shares of Mr. Gilmour would be 
made up of those 5¢ shares, or were they acquired 
under the share option --- 

MR. McDONALD: They are made up, yes; how 
he acquired them I wouldn't say. 

Q. Yes? 

MR. McDONALD: The shares he acquired under 
the option are on the prospectus and are deposited 
in his: fami lap rue, 

Q. Now, the shares that Mr. Ross owns 
in Westcoast and Peace River, which are two companies 
in which he held holdings, as to the Westcoast Trans- 
mission, were any of those shares acquired other 
than at the market, to your knowledge? 

MR. McDONALD: They must have been acquired 
at the market because I have no other knowledge about 
them, 

Q. Then we have Mr. Hetherington owning 
Shares in all of the four companies. 

MR. McDONALD: Weg. 


Q. Were those shares acquired at the 
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market or were they in any instance acquired at 
less than market? 

MR. McDONALD: Welly Ls (Of course, ican 
only speak with regard to Westcoast, and I am cer- 
tain those were acquired at the market. 

MR PATTILLO: Mr. Hetherington is ‘here, 
Perhaps we can ask him: as to his holdings in Peace 
River Natural Gas, Inland Natural Gas and Pacific 
Petroleums!Eimited: 

Were any of those shares acquired at less 
than market price? 


MR. HETHERINGTON: The shares of Inland 


were acquired on an arrangement that was somewhat 


below the market. 

Q. Would you explain what that is, 
Mr. Hetherington? 

MR. HETHERINGTON: It was an option 
arrangement to purchase these shares over a period 
of time, 

Q. At what price? 

MR. HETHERINGTON: r don't recall the 
price, but Wethink@lt was “a Variable DPLce, -and 
at that time I don't exactly recollect. 

Q. Can you tell us whether the price was 
based on the market price at the time of takedown? 

MR... HETHERINGTON: No, Ll think 1 owas 
based on the market price at the time we issued the 


opéion. 
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Q. Can you tell us, then, what the 
original takedown price was in relation to the 
then market? 

MR. HETHERINGTON : “don't remember 
exactly what it was, but it was something below 
market. 

Q. Will you get that information and 
Pile ic wi en us orease: 

MR, HETHERINGTON: tf Mie Co Wiebe iii. 
Chambers suggests. 

THE CHAIRMAN + I beg your pardon? 


MR. HETHERINGTON : say Ll Wid ao What 
Mc, Chambers advises me. 

MR. CHAMBERS : Counink we Wil tite Le. 

THE CHAIRMAN: Thank you. 

MR, PATTILLO: Niet oe Packrve \Povro- 
leums Limited, did you acquire those shares at 
the market or something less than the market? 

Ma. HETHERINGTON: No, they were again 
secured at a price below the market at the time I 
bought them. 

Q. And can you recall what the arrange- 
ment was, or would you like to file that information? 

MR. HETHERINGTON ; No, L remember I got 
those shares at $10. 

Q. What was the then market price? 

MR. HETHERINGTON : Well; at ‘the time 


that that option was issued the price was about SEOs 
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Q. Did you immediately take them up 
or have you been taking them up from time to 
time since? 

MR. H#THERINGTON: No, I have been tak- 
ing them up over a period of time. 

Q. But at the time the option that was 
given to you was the same as the then market price? 

MR. HETHERINGTON: Yes, that is right. 

Q. Now, do any of the officers of any 
of the purchasing companies, that is Pacific North- 
west or B.C. Electric or Inland, own shares in West- 
coast Transmission, to your knowledge, Mr. McDonald? 

MR. McDONALD: I-can't recollect, but I 
am sure that the prospectus is filed in respect of 
all of those parties;if they are financed in the 
United States their financing would indicate that -- 
Pacific Northwest has filed one or two prospectuses 
and certainly it would show it. I have no knowledge 
what the British Columbia Electric people --- 

Q. As to the people with the producing 
companies that are selling do you know whether any 
of the officers of those companies hold any shares 
in Westcoast? 

MR. McDONALD: I have no knowledge. They 
may not have acquired them in the market; I have no 
idea. 

Q. Do any of your officers own shares 


in any of the producing companies that are supplying 
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to Westcoast other than Pacific Petroleums, that 
would be Sunray --- | 

MR. McDONALD: Oh, I have no idea --- 

Q. You don't know? 

MR. McDONALD: ~~ about that. 

Q. Right. 

Now, Mr. Mebonat a. has there been any study 
made in recent months of the possibility of the merger 
or amalgamation of Westcoast Transmission with any 
other company? 

MR. McDONALD: Definitely not, not by me, 
as managing director, nor has it ever been mentioned 
to directors of Westcoast that I know of. 

Q. Has there been any study made of a 
possible amalgamation or merger between the Phillips 
and Sunray and Pacific Petroleums? 

MR. McDONALD: Not to my knowledge. 

Q. Rient. 

MR. McDONALD: And I might say that I have 
asked Mr. McMahon sometime ago about these rumours 
to which you refer, and he said there is absolutely 
no foundation in them, as he has expressed to the 
public several times. 

MR. PATTILLO: Thank you. 

THE CHAIRMAN: I wonder if you could 
help me with a calculation, without me trying to 
make it. On page 6 of your Exhibit C-18-1, the 


supplementary-statement, with respect to securities 
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which you filed yesterday --- 

MR. McDONALD: Yes? 

THE CHAIRMAN: On page 6 you account for 
625,000 shares, and Iam correct, am I not -- I 
will ask you to tell me how many of those 625,000 
shares went to the United States? Some went to East- 
man Dillon and some went to Mr. Charterman or whoever 
the name was, some went to Mr. McMahon, and so on. 
How many went to Canadian residents and how many went 
to non-residents of Canada of the 625,000? 


MR. McDONALD: Yes, Dithinke Dave caac 


herve, 

THE CHATRMAN: Yes, I knew you would have, 

Mi. McDONALD: Mr. McMahon, his issue was 
154,687. 

THE CHATRMAN : You don't need to break it 
all down. 


MR. McDONALD: No. 

THE CHAIRMAN: Just give me the Canadian 
and non-resident. I know by going all through your 
records I can work it out, but while you are here 
TL am going to vas you. 

MR. PATTERSON: While Mr. MeDonald 16 
doing that, might I clean up the matter we overlooked 
of filing the statement of shareholders, directors 
and. officers of Westcoast Company Limited, which 


Will become C-19-1. 
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~--EXHIBIT NO., C-19-1: Statement of Shareholders, 
DIPectors And Orficers 
of Westcoast Company 
Limited. 

MR. McDONALD: The: total, Mr.) Chairman, 
that was issued to United States residents, inclu- 
ding Mr. Parker, 321,876. 

THE CHATRMAN: Cail Lo 322,000, 

MR. McDONALD: Yes. 

THE CHAIRMAN: That would leave 303 
that went to Canadian residents? 

MR. McDONALD: Yes, that. 1s ‘so. 

THE CHATRMAN: COPrEST , 

Then you will note the next item on page 
6, issued May 16%). 1956, 3,836,000 shares. I am 
trying to figure how that 3,386,000 shares was made 
up -- in total? 

MR. McDONALD: Yes. The calculation I 
made at the time showed that about 55 ye per cent, 
55 1/2 per cent of those shares or in that neigh- 
bourhood ~-- I was unable to find my notes, so I 
can't give it exactly -- were actually issued to 
Canadian registry, Canadian residents; of the 
balance 1,127,750 went to Pacific Northwest and 
615,000 shares were attached to the subordinate de- 
bentures. So that only the remainder was general 
distribution in the United states. 

THE CHATRMAN: Well, I may be mistaken 


in the prospectus, but how many offers have you had 
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to the public’ in the United States, I mean of 
the securities --- 

MR. McDONALD: TWOMOELers, 

THE CHAIRMAN: Asutar as I can find -- 
you tell me whether I am right, because I don't 
want to be wrong in it -- as far as I can ascertain 
from my calculations that with the exception of the 


stock that went privately to residents of Canada, 
there was no offering of shares of Westcoast to any 
Canadian shareholder except in the Series C subor- 
dinated debentures, if they converted the debentures, 
in which case Canadian residents, assuming that they 
purchased and held their 12,700,000 proportion or 
part of the $25 million issue of those debentures, 
would be entitled, as I see it to have attached 
to those approximately 360,000 shares, so that the 
only way the Canadian could get an interest in the 
equity of this company was through purchasing the 
subordinated debentures Series C, 5 1/2 debenture. 
Now, am L right? 

MR. McDONALD: Yes, you are right in 
that sense"er the public offering wf rsharesipethe 
offer of May 1st was a private offering; there was 
no public offering on May 1st; that is a large 
group of shares. 

THE CHAIRMAN: That) was not.) thengra 
pubiicvorrering? 


MR. McDONALD: Except the 615,000 shares 


om: PHITY RHO 2 ee 


a) Wiseteber ae I 
; 


4 me 
j ti Cone th 

) alt ~ . 

pe 47 Fan (7 oe 


fe a ene ee ete SS RE Le cn te 2 RS ioe 
RESP ESD one cos | (acy od  ,ee a> Oe 
ean? . t . . 4 Shee ‘ Pay ae 5 . 
MOGs TRO) Himes: rel 2a: ABE Stee eee 
z Same Nes RS Penne oar: fee hse eee oa 
| my TE SQORG, GEG OOY.O. isda Se Se: ee er 
: i Ee es Abe, ee eh ee ea , 2 ate ue ; Hs ag at 7 ee ae 


CB STIMNSPED S80) ) 2 8el noLil Dm Se ae) Bee ee 


; 4 ; BN ; a im Ks re a “ i +} oe a ‘ Rey os 
a3 WN, oe 3 32 4 .palalig= sa pia 
F OL XOSr we ear 
f 2 26 2S ee eae ee Calpe Chat : 
ri 1 308 2 ee . 7 
2 ‘ Le Lofie a fis Sy a tate 7 
rooa alee : a yee cn 
atv Lag ‘la. Vo Soe ae 
cin: CP cere Cer PE eae 
tagub, bs? ei Dae 
cr ~ : 4 Tes : ~ 
ial 7 ee een 
; ‘i y Feed, aes : 
. rat Ag! iJ ® batts a 
. t 
po Sart beter pas dad 3 ie sorte weds 
at ae ey i a aay ‘a > Ronee! te ee Tats 
‘ 7 . - f b. q y 
Ue aN TSR APL Yo, ae 
, 
j x 4 
Ee 
Lott 
r 1 eae on : Pe 
‘J \ ig ial 
a ee 
ae = 
ae to ie Bry S| 
5 = a 7 ‘ Ee rd, f 


A 
ee 


tsa 


1847 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


which were attached to the subordinate debentures, 
WHLCY You SjusSt, PelLerrea to, 

THE CHATRMAN: Ene viia Ss, PLene. 

MR. McDONALD: Yes. 

THE CHAIRMAN: Pues you mua OLLer TO: the 
shareholders of the United States through Eastman 
Dillon & Company in April, 1956, 615,000 shares, 
part of units of $100, the 5 1/2 subordinate deben- 
CUrES, S"Sshareartor Capltal ‘stock, so that othmough 
Eastman Dillon & Company residents of the United 
States had an opportunity to purchase at that time 
615,000 shares. Am I right? 

MR. McDONALD: Except that the underwrit- 
ing list which was in the prospectuses indicates 
that Canadian underwriters purchased 20 per cent. 

THE CHATRMAN: Well, hev"S get chat. 
Where is that? 

MR. McDONALD: Just a moment. 

THE CHAIRMAN: i> Want vou) Lo reter me to 
this prospectus, anything from which you have got 
that information. 

MR. McDONALD: Page 44 of the prospectus 
-- April 26, Nesbitt, Thomson & Company are listed 
as purchasing 49,200 shares, which was part of the 
unit, you see, Norman R. Whittall, 24,600; Wood, 
Gundy & Company, 49,200. In other words, there was 
a proportion of the Eastman Dillon group, the finan- 


cial house of Eastman Dillon, 124,500 shares which 
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A@ 


(Some 
OFF 


e 


He find its way to Canada, I have estimated that 
at something in the neighbourhood of 40,000 shares, 
I think, 

THE CHAIRMAN: If you total those my 
arithmetic makes it approximately 125,000. 

MR. McDONALD: That is right, Mr. Chairman. 

THE CHAIRMAN: is that correct? 

MR. McDONALD: 20 per cent of 615,000. 

THE CHAIRMAN: Well, 1¢ 18 just about Pieht, 

MR. McDONALD: Yes, 

THE CHAIRMAN‘ ‘Tell me further, did those 
underwriters in Canada who were part, apparently, of 
this -- I suppose you would call it the underwriting 
group --- 

MR. McDONALD: Pesce 

THE CHAIRMAN: -- although my prospectus 
Just has EBastman Didlon it -—-- 

MR. McDONALD: It just happens to be the 
prospectus. 

THE CHAIRMAN: I didn't mean intentionally 
misleading --- 

MR. McDONALD: No. 

THE CHAIRMAN: Did these underwriters 
who purchased these units and thereby got the stock 


offer those securities to the Canadian public? 


<= 
a a 


MR. McDONALD: Yes, in the Provinces: of 
Alberta and British Columbia. 


THE CHAIRMAN: On which there was an 
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unofficial or just a verbal understanding that this 
20: per’ cent, this eouvencubas debenture -- not 
convertible debenture -- 20 per cent of the subor- 
dinate debenture Series A would be offered through 
the offices of Nesbitt, Thomson; Wood, Gundy and -- 
in their offices in Alberta and British Columbia -- 
that was for the purpose of giving the people in 
these two Provinces priority in buying these units? 

MR. McDONALD: Nothing further. 

THE CHAIRMAN: Giving them an opportunity 
to buy them? 

MR. McDONALD: In the Western Provinces. 

THE CHAIRMAN: Yess Gui te property. 

MR. McDONALD: Yes. 

THE CHAIRMAN: Then when we add it all up 
we have 125,000 shares approximately offered as part 
of a unit placement in connection with United 
States dollar subordinate debenture Series A? 

MR. McDONALD: That is cLent. 

THE CHAIRMAN: To people “in ‘the Province 
of Alberta and British Columbia? 

MR. McDONALD: That Ler rien. 

THE CHATRMAN: Correct? 

MR. McDONALD: Yes. 

THE CHAIRMAN: And then there was no other 
offering of shares to the Canadian public except, 
as I say, if a person purchased a 5 L/2 per cent 


Series C debenture, and assuming that he held that 
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purchase and coverted it eventually and they were 
Ol held itnmanada mene could be a further 360,000 
eked? 

MR. McDONALD: Yes, vhatitiswso,;) asciar 
as ‘DUbLEC DBrering Waconcerneds ybut they balance 
of the shares issued on May 1 were purchased in 
New York by a group 6f Canadians equivalent to 
about 55 1/2 per cent of the then outstanding shares. 
I purchasecimy lenhares. trorminsevance ; aneNew York 
asiroaercwornvhesprivaterplacemenpy thexeroup, 

THE CHAIRMAN: You knew what was going on? 

MR. McDONALD: Thar 2S RUC, 

THE CHAIRMAN: And the man in the street 
in Canada didn't know? 

MR. McDONALD: Yes: 

THE CHAIRMAN: Ts, phaceraghe? 

MR. McDONALD: Wes) L thinks so. 

THE CHAIRMAN: So that rightly or wrongly 
very little opportunity has been given to Canadians, 
the Canadian public, to invest in the equity of this 
vast enterprise? 

MR. McDONALD: Not otherwise than is dis- 
elosed. 

THE CHAIRMAN: “That ts rieht., ism a 1u? 

I mean, 125,000 shares in the Western Province, 
360,000 shares, of the convertible debentures, ne 
voted a total shares issued of almost 5 million 


for cash, 4,825,890. 
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MR. McDONALD: I think that is true. 

THE CHAIRMAN: It is not an unfair state- 
MENG, cL SLeEe 

MR. McDONALD: No. that. 2s what occurred. 

THE CHAIRMAN: That is what occurred and 
that is how your financing happened to work out? 

MR. McDONALD: Yes, for what we think 
were justifiable reasons. 

THE CHAIRMAN: Well, I do not want to 
quarrel with that. Thank you very much. 

MR. FRAWLEY: May I ask a question? 


THE CHAIRMAN: wes, 


BY MR. FRAWLEY (Cont'd): 

Q. Mr. McDonald, what would you say 
is the explanation for the Chairman's not unfair 
statement as to how you did finance? 

MR, McDONALD: Yell, the group who pro- 
moted Westcoast from 1948 until its culmination 
assumed all the risks, purchased the shares, had 
the shares available to them and they were distri- 
buted privately. They were not offered to the 
public generally. There was a demand for shares 
and they were just delivered. 

Q. Mr. Frank McMahon is a Canadian? 

MR. MeDCNALD: Oh, yes. 

Q. I am just wondering, did he not 

| find it convenient or profitable to seek C nadian 


money and Canadian associates? 
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MR. McDONALD: Well, Mr. Frawley, there 
was no seeking anything. There were lots of people 
who wished to buy these shares. There was no 
necessity of offering it to the pubic. A great 
many people were interested in buying them. 

Q. I do not want anybody to think I 
used the word "seeking" in any untoward meaning, 
put I wondered if there were not Canadians coming 
to him, if he was not seeking, that they were 
sesking him; were there no Canadians seeking him 
and seeking investment in this enterprise? 

MR. McDONALD: Oh, yes, every friend I 
ever had came to me. 

THE CHAIRMAN: There are lots of us who 
wish we had been your friends. 

MR. FRAWLEY: @. This was later on, 
was it? 

MR. McDONALD: Well, this was after the 
shares were issued. 

Q. They came in successive waves? 

MR, MeDONALD: I am being facetious, to 
some extent, Mr. Frawley. IT hope that is appre- 
ciated, Mr. Chairman. 

THE CHAIRMAN: Oh, yes; a little humor 
is a good thing. 

MR. FRAWLEY: Q. You remind me of the 
man in the soccer pool who won something and whose 


friends all came around. 
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I wonder how that distinction came about, 
whether it was nenkoentse or whether that is where 
the money was that came forward to Mr. McMahon and 
why Canadian money did not come forward in the early 
stage? 

MR. McDONALD: You want to know why Canadian 
money did not come ane 

Q. Vea. 

MR. MeDONALD: I don't think anybody in 
Canada ever thought we would make this project go, 
except ourselves. 

Q. And the Americans? 

MR. McDONALD: And the Americans, 


MR, FRAWLEY: i Nigks Bop cs Res aes ma as 


MR 8G Op Tis: Mr. Chairman, I appear for 
British Columbia Electric Company Limited. Over the 
past few days there have been references develop in 
the revidence (to contracts to which B.C, Electricits 
a party. Under ordinary circumstances, it might be 
desirable to develop those references by some questions 
directed to the Westcoast witnesses. However, I am 
in this position --- 

THE CHAIRMAN: Would you mind giving your 
name? 

MR. GOLDIE: I am sorry, Mr. Chairman; Goldie 


THE CHAIRMAN: Your full name and from where 
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Ayou come. 


MR, GOLDIE: DeoM. MenGoldiie; TL) come Trom 
Vancouver and I sere for British Columbia Electric 
Company Limited. 

THE CHAIRMAN: Thank you. 

MR. GOLDTE: I was about to say that I am 
in this position, however, Mr. Chairman: the official 
of«the B. C. Electric who “is most familiar’ with these 
contracts, Mr. A. D. Robertson -- he largely 
negotiated them and is also most familiar with the 
histvoryror the Bo °C, Electric submission of the 
Westcoast before the Federal Power Commission and 
elsewhere -- Mr. Robertson has been out of the 
country since December 13th, and he returned only 
last Sunday. I spoke to him on Sunday and endeavoured 
to bring him up to date on the Commission's progress 
bUtaLt was’ quite™opviously impossible for him to 
bring himself up to date on everything that has 
gone on to date. 

My request, Mr. Chairman, is this: Mr. 
Robertson will peruse the transcripts and, as soon 
as we are able and, in any event, by not later than 
Maroh 280) (Dewi tadvise Me. Pattitlo tin’ think 
there is anything to be gained by asking him to 
allow us to direct questions to the Westcoast 
witnesses at that time or whether it would be better 
if we developed these references to B. C. Electric 


contracts in that company's own brief. 
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Now, I realize the Commission has a great 
deal before it and I sei suggesting that the situation 
be looked at at the time that we advise Mr. Pattillo 
of what we think is best from our position and if, 
at that time, the Commission's commitments are such 
that it would be inconvenient for them to ask the 
Westcoast witnesses Ret a back, then we shall 
develop it in our own brief. 

That is, shortly, my position at this 
time, Mr. Chairman’: 

THE CHAIRMAN: Welds she, “Gowdre, che 
Commission will take your request under advisement. 
I doubt very much that it would be convenient, on 
the lst of March, because the 1st of March isa 
Saturday and the end is a Sunday and ‘the 3rd°is a 
Monday and we terminate our sittings in Calgary at 
that time. 

The Commission's every day is fully Picket 
completely filled between now ana then. However, 
the Commission will discuss it and we will discuss 
it with counsel and the secretary of the Commis- 
sion and see what we can do. We do not want to 
keep these of'ficials of Westcoast all the time and 
that applies, of course, to all companies, bringing 
them back and forth. However, do not let us get 
into a discussion about it but we will consider it 
and do our best to meet the problem, but I just 


=a want to know from you clearly that, if we cannot 
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reach or meet the problem in that way, we can deal 
with the matter when you submit your brief on be- 
half of the B. C. Electric, is that it? 

MR. GOLDIE: Absolutely. There is no 
question about that. Tf it does not meet the 
convenience of the Commission, in one way, 4 GW 
be done the other way. 

THE CHAIRMAN: Thank you. Tad Leo 
you know shortly. 

MR. GOLDIE: hance! Vou . 

THE CHAIRMAN: Mr, Pattillo, does that 
terminate your examination of the Westcoast sub- 
Musson? 

MR, PATTILLO: It does, Mr. Chairman. 

THE CHAIRMAN: You have no questions, 
Me, Frawley? 

MR. FRAWLEY: No further questions, 

THE CHAIRMAN: Thank you very much, 

Mr. McDonald and Mr. Hetherington and your col- 
leagues, for submitting yourselves to the examina-~ 
tions as you have. There may be, from time TO 
time, some further information that we may ask 

you to get for us, which I am sure you will do, and 
you know, of course, that we are only trying to get 
at the facts in order to try to make recommendations 
with respect to policies. 

MR, McDONALD: T might say, Mr, Chairman, 


if there is anything that Westcoast can do to assist 
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the Commission we will be Pl aduto. Gon Lio. 

I would also like to let the Commission 
know that, in regard to the further matters we have 
had reference to, for instance, regulation, financing 
of the pipeline and matters of that kind, it had been 
my intention to prepare @ further brief dealing 
specifically with the history of the regulation of 
the gas projects in the United States and to do the 
best we can and suggest to the Commission what form 
of regulation would be in the interests of all 
concerned in Canada, and I hope to be able to 
place before the Commission, make available to the 
Commission witnesses from the United States who 
will be able to deal with the matter from an 
expert opinion point of view. 

THE CHATRMAN: Thank you very much, Mr. 
McDonald. The officials of the Commission will 
be in touch with you about that. We would like 
very much to hear such submissions. 

MR. McDONALD: Veo. 

THE CHAIRMAN: Thank you. Now, gentlemen, 
I think, if convenient, before the next submission, 
which is that of Trans-Canada Pipe Lines -- is AG 
Mr, McNeill? 

MR. McNEILL: hae Ls. correct. 

THE CHAIRMAN: That is our schedule, is 
1G. nots Mr Faber ic7 


_———— MR, PATTILLO: Yes, Mr. Chairman. 
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THE CHAIRMAN: before starting with that, 
I think it would be a good idea if we all had a 
ten-minute recess. 
---A short recess. 


THE CHAIRMAN: Gentlemen, the Commission 
will resume its hearing. 

is Me. Goldie in the room? 

Well, the Commission has decided it would 
be preterabiesl fpthevB, C. Hlectrie would pub their 
information in the brief which they, in due course, 
will be submitting to the Commission, and perhaps 
Mr. Parkinson or Mr. Pattillo, if you would take the 
responsi pLicivyeol tntorming Me, Goldienof that 
position, 

MR. PARKINSON: Yes,, Merve Chairman, 

THE CHAIRMAN: Me, PattLiie, i believe 
now we have the submission of Trans-Canada Pipe 
Lines? 

MR a PATS shO Yes, Mr. .Chatrman, andesite 
we might have Mr. McNeill submit for marking, if he 
has not done so, the main document and the appendices 
relating to it which would be read, that would be 


the proper procedure; I think, 
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Submission of 


TRANS-CANADA PIPE LINES LIMITED 


APPEARANCES: 
Mr. N. J. McNeill ~ Counsel 
Mr. F, P. Layton - Associate Counsel 
Mr. Charles S. Coates = President 
Mr, William B. Tippy ~ President of Common- 
wealth Services Ine. 
Mr. oH. Dis rowler - Vice-President 
Mr. Paul F, Clarke - General Partner of 
Lehman Brothers, 
Investment Bankers, 
New York, N.Y. 
Mp. Hh. C, Berry - Vice-President and 
Treasurer 
Mr, Ralph S. Orme - Natural Gas Consul- 
tant, Commonwealth 
Services Inc. 
Mr. V. L, Horte - Chief Gas Supply 
Engineer 
Mr, Gladstone Stewart,Jr. - Vice-President, 
De Golyer and 
MacNaughton, Dallas, 
Texas 
Mr, A. D, Nesbitt - President, Nesbitt, 
Thomson & Company, 
Investment Bankers, 
Montreal, P.Q. 
Mr. Ny Blanner - Chairman of the Board 


MR, McNEILL: Mr, Chairman, Trans-Canada 


Pipe Lines Limited has filed the submission, including 
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five tabs, A, B, C, D and E and, in addition, two 
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studies by Commonwealth Services, Inc., the first 
of those studies which you will find in the pocket 
of the submission binder, entitled "A Discussion of 
the Factors Relating to Transmission and Marketing of 
Natural Gas, February, 1958". The second document 
is entitled, "Present and Potential Canadian and 
Export Natural Gas Markets of Trans-Canada Pipe 
Lines Limited," also dated February, 1958. 

MR, PREYLLLO: Now, if we might have this 
submission marked C-19-2 and the document headed 
"A Discussion of Factors Relating to Transmission 
and Marketing of Natural Gas" as C-19-3 and the 
document headed "Present and Potential Canadian and 
Export Natural Gas yet: ae C192. 


---EXHIBIT NO, C-19-2: Submission of Trans-Canada 
Pipe Lines Limited. 


---~EXHIBIT NO, C-19-3: Bookiet entitled "A Discussion 
of Factors relating to Trans- 
mission and Marketing of 
Natural Gas". 


=--HXHIBIT, NO uw. C-19-/h: Booklet entitled "Present and 
potential Canadian and Export 
Natural Gas Markets". 
MR. PATTILLO: Mr. McNeill, whoever is going 
to present the brief, perhaps Mr. Coates -- is he 
going to do all of the reading? 
MR. McNEILL: I might say, sir; 4n thet 


connection, that Mr. Coates will read the submission 


of Trans-Canada and, in connection with that submission 
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we propose that there be also read certain portions 
of the text of each of the two studies of Commonwealth 
services, Incorporated. 

In connection with the portions to be read 
from Exhibit C-19-3, Mr. Wilijam B. Tippy, President 
of Commonwealth Services, Inc., will read that 
portion and, in connection with the third exhibit, 
C-19-4, Mr. Ralph Orme, also of Commonwealth Services, 
Wic Ss responsible Tor the production of. thayp report, 
will read those portions. 

Before asking Mr. Coates to proceed with 
the submission, I would like to point out that in 
S00 bLomevo Me. Coates; Me. N. B. Tanner, che 
Chairman of the Board of Trans-Canada, is present 
here today and will be available at the Commission's 
convenience for any questions that may be directed 
CO him, 

In addition, in connection with cross- 
examination on various of the material that we have 
submitted as a portion of our brief,as well as material 
that we have supplied the Commission staff at their 
request, we have here a group of experts, all of 
whom are listed under Appendix A of the submission, 
and to that list I wish to add one further name, 
that of A. D. Nesbitt, President of Nesbitt, Thomson 
& Company, Investment Bankers, with head offices in 
Montreal, Quebec. 


One further question arises, sir, which 
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gave some minor problems: in the event that material 
or’ Information is peneracs concerning shareholdings 
and other corporate matters of Trans-Canada that 
would ordinarily be testified to by the Secretary 
of the company, I am here this morning in perhaps 

a dual capacity; I am the Secretary of the company 
and, if it is satisfactory to the Commission, I 
would propose that Mr. R. C. Berry, Vice-President 
and Treasurer of the company, perhaps in consulta- 
tion with me, would be able to supply any material 
of that type that you might need, 

I would like to add one further point, 
sir, in connection with Exhibit C-19-4, what we 
might briefly call the market study. This document 
is very new; it has been received within the last 
four or five days, having been only completed at 
that time. All of the engineering cost estimates 
and matters of that nature have been calculated on 
an earlier document. It may well be that Trans- 
Canada will have to ask the indulgence of the 
Commission, at times, when it may be requested 
that our calculations be based on this newer 
market report. I think, perhaps, we can deal 
with that as the occasion may arise. 

Thank you, sir. 

THE CHAIRMAN: Thank you, Mr.McNeill. 


Mr, Coates, do you propose to lead off? 


———— MR, COATES: Yeo, Sir. 
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Mr. Chairman and members of the Commission, 
as President of Trans-Canada Pipe Lines Limited, 
may I say that it is with pleasure that I appear here 

- today to present and describe to you the material 
prepared and assembled by our Company for your 
consideration in this phase of your hearings. 

We have endeavoured in preparing and 
assembling our material to deal fully with the 
subject matter suggested in the syllabus circulated 
by your Commission in so far as the same may per- 
tain to a gas pipe line transmission company and 
also to meet all requests made by your staff. We 
assure you at this time that we will supply you 
with any other or further material that you may 
deem necessary. 

With me today are Messrs. Tippy, Fowler, 
Clarke, Nesbitt, Berry, Horte, Stewart and Orme, 
These gentlemen are here to answer any questions 
that you may have. The qualifications and general 
scope of testimony of each are set out under Tab A 
following this text. 

It is the understanding of Trans-Canada 
that in the present stage of your hearings it is 
not desired that any submission be made covering 
the various policy matters included in the Commis - 
sion's terms of reference, but that such submissions 
will be received at a later date. Trans-Canada 


desires to make such a submission at the appropriate 
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It is our further understanding that 
our submission with respect to the terms of reference 
which specifically pertains to Trans-Canada will 
also be received at a later date to be fixed by 
the Commission, in, connection with this latter 
submission, Trans-Canada proposes to submit to you 
ale ae pertinent facts comprising its history from 
the time of its incorporation up to the present time. 
Reports and Other Documents: Pursuant 

to the requests of the Commission staff, we have 
filed various reports, contracts and other documents 
which have been prepared in the past in the course 
of the development of the Trans-Canada project. 
These are contained in seven binders. The material 
in each binder has been grouped as nearly as practi- 
cable according, to,.subject matter. Lowiid sppletly 
describe the contents of each binder, 

slg Financing Documents: This binder entitled 
"Financing Documents" contains a copy of each of the 
documents evidencing the initial financing of 
Trans-Canada in February, 1957. These documents, 
particularly the Prospectus, set out completely 
the details of that financing. An additional copy 
of the Prospectus may be found under Tab B following 
this text. At the present time the following 


securities are issved and outstanding: 
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Security Amount 
First Mortgage Pipe Line Bonds 
5-1/2% Series due 1978 $8, 347, 000 
5-1/4% S-ries due 1978 B20, 391000) .(U,S-) 
5-1/4% Bank Loan due March 1,1962 SieeO2 OOOMEU Ge) 
Subordinated Debentures due 1987 
5.85% Canadian Series $54,166,700 
5.60% United States Series $20,833,300 (U.S. ) 
Common Shares outstanding 5,853,184 shares 
The remaining bond closings will take 
place:.on May lL, and August 1 of this year. As a 
result of those closings the Company will issue the 
remaining $14,663,000 of the 5-1/2% bonds and 
$51,599,000 of the 5-1/4% bonds and will have bor- 
rowed the remaining $12,738,000 of the 5-1/4% bank 
loan, 
Ov ANG Economic Feasibility Report: In 


addition we have filed, in two volumes, the 
"Economic Feasbility Report dated September 1956 
with Supplements". This report was prepared by 
Commonwealth Services Inc. for and at the request 
of the bond purchasers and the underwriters of 
the junior securities on Trans-Canada's initial 
Pimaneine.. Commonwealth Services Inc. is the 
independent engineer provided for in the Deed of 
Trust and Mortgage. As such this firm will, 


from time to time, make reports on various phases 


of the Trans-Canada system to the bond purchasers. 
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4, & 5. Reports on Certain Gas Reserves and 
their Beliverabi ity: The first of these reports by 
DEGolyer and MacNaughton is entitled "Report on 
Certain Natural Gas Reserves Available to Trans- 
Canada Pipe Lines Limited, as of January 1, 1957". 
This report was prepared for presentation to the 
Federal Power Commission at the hearing in Washing- 
Conn D.. Cl, respecting the proposed import of gas 
near Emerson, Manitoba, by Midwestern Gas Trans- 
mission Company pursuant to the contract with Trans- 
Canada, The report is prepared in the form 
customary for presentation to the Federal Power 
Commission and contains estimates of the gas re- 
serves available to Trans-Canada under the lands 
subject to the gas purchase contracts of Trans- 
Canada as of the time of the report. The report 
also contains estimates of the reserves in each 
of the fields in which the contract lands are 
located. In addition to the summary sheets 
Showing these reserve estimates by the contract 
lands and by fields, the report contains the 
customary tables setting forth the supporting 
data and the reservoir maps relied upon by the 
estimators, 

The second report is by the same firm 
and is entitled "Report on Deliverability of Cer- 
tain Natural Gas Reserves Available to Trans-Canada 


; : Ame, é: This 
E Pipe Lines Limited, as of January 1, 1957 . 8 
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report was also prepared Hor submissions tothe 
Federal Power Commission and was submitted at the 
same time as the Reserve Report just described. 
The report contains illustrative deliverability 
schedules of the various gas reserves described 
in the Reserve Report, showing how these reserves 
could be used to meet the requirements of Trans- 
Canada -asi sev: forth. 
Ox Contracts other than Gas Sales Contracts: 
This binder contains the following contracts: 
Thesfiretebtem Lesa copy of) the gas 
purchase contract. dated the 18th day of January, 
1957 between Trans-Canada and Home O11 Company 
Limited for the Nevis field; followed by a one-page 
summary of each of Trans-Canada's presently exe- 
cuted gas purchase contracts. While each gas pur- 
chase contract varies from others to some extent the 
full contract that has been filed is, we consider, 
typical.'of: the majority of our gas purchase contracts. 
The second item is a copy of Trans-Canada's 
transportation agreement with The Alberta Gas Trunk 
Line Company Limited. Briefly, this contract 
sets out the terms and conditions under which 
Trunk Line will transport Trans-Canada's gas from 
the Alberta fields to the western terminus of 
Trans-Canada's line. 
Item three is a copy of the agreement be- 


tween Trans-Canada and Her Majesty the Queen in 
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Right of Canada dated November 21, 1955, together 
with all subsequent amendments and supplements 
(inéluding the assumption of that agreement by the 
Northern Ontario Pipe Line Crown Corporation) pro- 
viding for the construction by the Crown Corporation 
of that portion of the pipe line system between the 
Manitoba-Ontario border and the vicinity of 
Kapuskasing, Ontario, and the terms under which 
Trans-Canada shall rent and operate that portion 

of the pipe line and in due course purchase it. 

Items four to nine are copies of employ- 
ment and stock option agreements between Trans- 
Canada and Messrs. Tanner, Wallace, Atkinson, 

Craig, McNeill and myself. 

es Gas Sales Contracts: The binder entitled 
"Gas Sales Contracts" contains a copy of each of 
Trans-Canada's present gas sales contracts including 
the contract covering Trans-Canada's proposed sale 
to Midwestern Gas Transmission Company at the United 
States border near Emerson, Manitoba. 

In connection with the proposed Emerson 
sale we have prepared a tabular comparison of the 
sale price under the contract for that sale with 
the rate schedule available to any purchaser in 
the Manitoba rate zone under similar load factor 
and other service conditions. This comparison 
will be found under Tab C following this text. 


We have also included under Tab C a 
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summary table of all of Trans-Canada's present rate 
schedules available in Canada. 

Turning specifically to the subject matter 
outlined in the syllabus for this oil and gas section 
of the Commission's hearing, we now propose to deal 
with the topic, "Transportation and Market", as 
the same pertains to natural gas. 

the Pipeline: The Trans-Canada system 
as planned and now under construction extends across 
Canada approximately 2,300 miles from a point 
within Alberta to the cities and communities in 
Rastern Canada. 

The western terminus of the pipe line 
is located inside Alberta approximately one mile 
from the Saskatchewan border. This point is commonly 
referred to as the "Saskatchewan Gate". From the 
Saskatchewan Gate, the pipe line follows the Trans- 
Canada highway eastward from the Alberta border to 
the Port Arthur-Fort William area, then northward 
along highway 11, across the clay belt of northern 
Ontario and then southward to Toronto. From 
Toronto the pipe line skirts the highly developed 
north shore of Lake Ontario to the presently 
planned terminus on Montreal Island, Under Tab D 
following this text you will find a map showing the 
general location of the pipe line and the populated 
areas within radius of service of the pipe line, 


as well as certain contemplated extensions to serve 
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future, potential markets. Also shown on the map 
are existing and beeacee a connecting pipe lines 

of customer distribution companies and the existing 
connection at Niagara Falls with the system of 
Tennessee Gas Transmission Company. The map 

also shows the system of Alberta Gas Trunk Line, 
which system receives gas purchased by Trans- 
Canada in the Alberta fields and transports it 

to the Saskatchewan Gate. 

For convenience in making a more detailed 
description, the system may be divided into three 
general geographic sections. 

The Western Section extends from the 
Saskatchewan Gate to a point near Winnipeg and 
consists of approximately 585 miles of 34-inch 
diameter pipe. 

The Central Section connects with the 
Weatern Section; at which pointe the pipe. size 
reduces to 30 inches in diameter and extends 
some 1,245 miles to a point near Toronto. The 
Crown Corporation is constructing 675 miles of 
this section extending from the Manitoba-Ontario 
border to a point near Kapuskasing. Trans-Canada 
is constructing the other 570 miles. The 85 
miles from near Winnipeg to the Manitoba-Ontario 
border has been completed by Trans-Canada and 310 


miles from the Manitoba-Ontario border has been 


——— completed by the Crown Corporation. 
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The Eastern Section commences at this 
point near Toronto Sha has been constructed by 
Trans-Canada. At this point near Toronto the 
system branches into two lines, a 20-inch line 
extending 310 miles eastward to the terminus on 
Montreal Island, with a 12-inch diameter line 
some 36 miles in length extending from a point near 
Morrisburg northward to Ottawa. The other branch 
commences as a 24-inch pipe line and extends 33 
miles in a south-westward direction from Toronto 
to connect at Sheridan with the 76-mile, 20-inch 
line, that serves the Niagara Peninsula of Ontario, 

Construction Progress: Uncereiape 
following this text you will find a document entitled, 
“Construction Progress Report, January, 1, 1958". 
This report sets out the progress made to the end 
OLS S /) Sirti econseruetion or the system andi: ain 
addition, ‘sets out in general terms the plans for 1958 
construction by Trans-Canada and the Crown Cor- 
poration. TMLee say also,” sir, that this 
report is a report that we issue monthly to keep 
interested parties informed as to the progress 
that has been made, I will read the general 
summary set out on the initial page of that report 

This is a report on the status of  con- 

struction on the 2294-mile natural gas trans- 


mission system of Trans-Canada Pipe Lines 


Limited as of January lst, 1958. 
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At the close of the first full year of con- 
struction, 1360 ieee well in excess of 60 per 
centeotethe initial system, had been installed, 

Of this total, approximately 1130 miles have been 
tested and have been approved by the Board of 
Transport Commissioners, 

Trans-Canada has completed, tested and 
placed imnoperation: 

All of the 34-inch diameter line between 
Alberta and ‘‘innipeg; the portion of the 30-inch 
needed to connect with the Crown Corporation 
section sat the Manitoba-Ontario border; and the 
eastern division, which includes the 24 and 20-inch 
line between Sheridan and Montreal and the 12-inch 
extension to serve Ottawa. 

Under the terms of a contract with the Northern 
Ontario Pipe Line Crown Corporation, Trans-Canada 
is responsible for the design, engineering, 
acquisition of right-of-way and supervision of 
construction of the "Crown Section" -- the 675- 
mile stretch of the system between the Manitoba- 
Ontario border and Kapuskasing. These patuLeNLar 
section is being constructed by the Crown and 
will be leased to Trans-Canada. The westerly 
portion of this section -- 310.7 miles from the 
Manitoba border to Port Arthur, Ontario, has 


been completed except for testing which is in 


a progress. 
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Contracts have been let by both Trans-Canada 
and the Crown see, ee. TOG construction of tne 
balance of the initial system from Port Arthur to 
tne Toronvo JunceLon., The contractors have moved 
in and are unloading materials and clearing right - 
Oor-way in preparation for an early start in the 
spring. 

since the date of the report, testing has 
been completed to Port Arthur and Fort William and 
natural gas service commenced, Approximately sixty 
per cent of the initial pipe line construction, in- 
cluding that portion being constructed by the Crown 
Corporation, is now complete. 

I might say also since the report of January 
ist, service has started to Montreal and to the inter- 
vening area between Toronto and Montreal by the system. 

Compression and Capacities: The capacity of 
the pipe line which Trans-Canada is installing is very 
flexible, depending upon the amount of compression in- 
Stalled. At the time of the Economic Feasibility 
Report of Commonwealth Services Inc. for the initial 
financing, the compression therein dealt with gave a pipe 
line system of an initial intake capacity of 300 
million cubic feet per day, increasing to 560 million 
cubic feet per day by the commencement of the fifth 
full year of operation, November 1, 1962. By the 
addition of compression only, the capacity of the 


=  £|i system could be increased to an intake capacity of 
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962 million cubic feet per day. 

As noted, this expansion is with com- 
pression only. No doubt a portion of this expansion 
and further expansion will be accomplished by a 
combination of partial looping and compression 
and ultimately, complete looping and compression. 
The decision of whether or not to use compression 
or looping, or a combination of both, is primarily 
a matter of economics to be examined at the time 
olmveachvexpansion“or. the system, 

Under the present plans, the Company is 
installing more horse power this Year ain Chevinitial 
system than was originally contemplated in the 
Economic Feasibility Report. This will involve 
Che Vinstallabioneot etx compressor stations during 
the 1958 construction season, Three of these 
stations will be located on the Vestern Section and 
will each contain 10,200 horse power. The fourth 
station containing 7,500 horse power, will be 
located at the beginning of the Central Section near 
Winnipeg, The fifth station, containing 5,000 
horse power, will be located on the Central Section 
near Port Arthur and will be constructed by the 
Crown Corporation. the sixth station, con-= 
taining 5,400 horse power, will be installed by 
Trans-Canada on the Central Section near North 
Bay, Ontario, 


The Company plans to increase the system 
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capacity initially as market developments require 
or justify by installing intermediate compressor 
stations or by adding horse power to the existing 
stations. This method of expansion will readily 
meet the growing Canadian requirements and the 
Emerson sales load for several years. 
Capital Investment in Facilities: The 
total capital investment in the system described 
to be completed by November of this year is, of 
course, not yet known. However, experience to 
date shows that the estimate of cost of constructing 
the pipe line, as contained in the Economic Feasi- 
bility Report, will be adequate. We still estimate, 
therefore, that the pipe line, when completed this 
year, will cost (exclusive of allowance for 
working capital): 
Trans-Canada Crown Corporation Total System 
$213,916,000 $115,060, 000 $328,976, 000 
The cost of installing the 48,500 horse 
power of compression this year is estimated to be 
Trans-Canada Crown Corporation Total System 
$17,531,000 $2,015,000 $19,546,000 
Total estimated costs of pipe line and 


compression as of November 1, 1958 is 


Trans-Canada Crown Corporation Total System 
$231,447, 000 $117,075, 000 §348 , 522,000 


In the Economic Feasibility Report it 


was estimated that the Trans-Canada system designed 
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for an intake capacity of 560 million cubic feet per 
day «would cost, including the Crown Corporation 
Section, $394,763,000. Assuming the additional 
Canadian markets and Emerson export market become 
available to justify it, the cost of the 962 million 
cubic foot system (using additional compression only, 
with no loop lines) would cost an estimated 
$521,160,000, which includes a $3,934,000 allowance 
for the lateral to serve Emerson. TALS eos t 
estimate might be materially reduced by using a 
combination of compression and partial line 
looping rather than all compression, The most 
economical method will be used. 

Operating and other Economic Aspects of 
Natural Gas Transmission: we requested Mr, W. B. 


Tippy, President of Commonwealth Services Inc. to pre- 


pare a discussion dealing with the subject of operating 


and other economic aspects of Trans-Canada's facili- 
ties and the transmission of natural gas in general, 
To present such material, and other material which 
we will highlight later, Mr. Tippy has prepared a 
report entitled, "A Discussion of Factors Relating 
to Transmission and Marketing of Natural Gas, 
February, 1958" which you will find in the pocket 

of this submission binder, In that report, com- 
mencing on page 18, is a section entitled "Economics 
of Long Distance Transmission of Natural Gas", 


followed on page 25 by a section entitled "Effect 
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of Competition at the Market Level, Distribution 
Economics and Transmission Economics on the Price 
of Gas at the Wellhead", 

I will now ask Mr. Tippy to read that 
material commencins at page 18 of his report. 

Mire EE Pey The report is as follows: 


Tift, Economics of Long Distance 
Transmission of Natural Gas 


In its simplest form, a long distance 
natural gas transmission system consists of a 
large diameter buried steel pipeline capable 
of operating at high pressure, with compressor 
stations spaced at intervals along its route. 
hen fully powered, such a transmission system 
will have compressor stations located at inter- 
vals of approximately 65 miles, resustuing In 
transportation @ the maximum volumes of gas 
through the line at. minimum over-all unit 
transportation cost. At today's prices 
for labor and materials, a typical long 
distance pipeline will cost between $3,500 
and 54.500 per inch of diameter per mile 
of line (and sometimes higher over difficult 
terrain), with compressor stations costing 
$350 and $400 per horsepower of installed 
capacity, all depending upon circumstances 
encountered in construction. As a result, 


the typical long distance transmission line 


3 * eeniletas (haved 


498 rh oo ' ae Sore: eon 1 
. 5) 10 Mie agetes 
= vie Pe) Y 
“he. nie i fe a nah Pane oy 


IO MATT 


Ea Ge 


rn 
Rah ae 


trl 


he Pry ah &, Lacy ¢ 
. ‘ ‘ - mies f CS ae A - 
eS : ; 
' J ‘ aa : i? 
. ' or. a pei antet op a 
| PTs: - abies aes Baa: : i Rovris vt Mogae 2s wax (kegs FBUSS EM er | 
F é. ~~ ee boy 7. a a . - 
her ‘ 2 y 
Lt ' : 
Lo , es 
fi Ss OV PL SHEESH fn | Sy | 
; | 
- 4 fs = ‘ j : 
~ a a 7 ot { 
‘i Bee : | 
on patae ff 
CELE tert corr fitrte OG | 
AOL? sae : : i 
- (a ” 1 
j Fok P x | 
, re “ : : we pe ; 
| ¢ 5 nm} evar - ohh? os ‘ Pt ot “4, 
a : aa Crs f red } yrresrbey re DHOIESS Sy 1S I 
f \ a ty . PA te A ES Hh bea } 
7} -\ i i 
*, » ldo Tae af fer 
mateve ‘Noree [Asners ss j stowed CULES. 
i rete Me ae ‘s 4 | 
‘ ’ Tae A 
as rr { 
re * a 
a he Kheatengd Ruto co oh ak vet Tite: ae 
s os a» Pa \ 
ay a State I 
“ 2 tee hay Oh J , t 
a mae ek cae ts * ae rea t 
/ 31 See f a } ; ay 1 
‘ LORS SSS Sh eo Vis i? BY ae Ne 6) SiL8¥ use 
t ; 4a ome, Po Tas Can Siar ga betwee at oy q 
7 r ne ane, _ 
‘ Ava n Pid eae 
ge to esmutsv | Bi if “po molt staogaget.... | 
ée ; : me | 
7 F ig Set iP Pa ts \ 
; Z A Raye: ~ Say ee eee Ox pe ae 
‘ ae i ; if : : | 
y ‘ i a e ae ia - et. : { 
i, sy we Pd } ee i ent aig Hyvorrds Pa 5 
a ie Bont aot) ey Me re , 
. : i y i, 2 
o te a aside: | 
139 S38 J ee ‘ ‘ {3 RS, ee , : 
4 Re Pi avis ss! j 


ne 


Koo. oiag 


fr) Pe} 


ea Pe ieibvounse, to *9 At _Domnagiionrey 


aime ers Lav es SN i sib piel 


| Sie 
ve y woe 


1878 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


carries relatively high fixed annual charges 
relating to investéd capital, i ee , eprécia-— 
tion, general taxes, insurance, return on in- 
vestment and income tax associated with return 
on investment, Personnel required for opera- 
tion and maintenance of the facilities are 
relatively few in number and the total of 
operating expenses, other than cost of gas 
purchased, is relatively small when compared 
with either cost of gas purchased or so- 
called fixed charges. 

Given an assumed level of labor and 
material costs, there are three major elements 
whicheaffectethe cost of transportation of gas 
through a long distance pipeline: 
ie, pDistances Bae “COSt sof transportation. of 
natural gas through fully utilized pipeline 
Cache Thesmighat is, aytransmission Line’ fully 
powered, with optimum spacing of compressor 
stations and operated on a steady load at full 
operating pressure, is generally proportional 
directly to the distance the gas is transported. 
Based on the feasibility studies made in con- 
nection with financing of the Trans-Canada 
Pipe Lines Limited line, in the fifth year 
of operation when the maximum input to the line 
is 560,000 Mcf per day, of Canadian sales 


only, the weighted average cost of transporting 
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gas per hundred miles is 1.86¢ per Mef, 
As an aside that is a cost of service computed 
assuming 73% rate of return and income tax associated 
with such return. 
Assuming the sale of 200,000 Mcf Perea” an 
export near Emerson, Manitoba, with the total 
input to the line at 784,000 Mcf per day, 
the weighted average cost of transporting gas 
per hundred miles becomes an estimated 1,.81¢ 
perehlicry 
In some instances, where the bulk of the 
load of a pipeline is concentrated near its 
terminus, it has been customary in the United 
States to treat the entire load of the line for 
rate making purposes as if it were carried to 
a Singlemoint eae the line end, However, where 
the loads are distributed and spaced in sub- 
stantial quantities over considerable distances 
along the line, it has become customary to 
recognize the factor of distance as an 
important element in the determination of 
proper’ costs for delivery of gas to the various 
loads along the line. Rates are often estab- 
lished by zones, each of which would include 
a number of delivery points from the line in 
the same geographical area. 
oa Line Diameter, Within rather wide limits, 


and for a given level of labor and material costs 
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in a particular geographical area, it is generally 
PLUCIS One Copl Olvar pipeline: is reasonably 
constant if considered on the basis of cost 
perkinch. of. diameter: per mile of line. ira § 
linear relationship does not, however, apply 
DONS: Capacliyor aopipeline aseune diameter 
ANICVeA SES: If the Panhandle flow formula 

is used in computations of the throughput of 
therdine,. and this ts seneral practice for 
large diameter long distance pipelines, the 
capacity of the’ line will increase as the: size 
increases, proportional to the 5/2 (5 halves) 
power of the diameter (d 5/2) | Therefore, 
if we first consider the pipeline alone, its 
cost per unit of throughput tends to decrease 
as thendaiameter or the line increases. This 
factor has been the underlying reason for 
going to continually larger line diameters as 
pipe making technology has permitted in recent 
years. 

The cost per installed horsepower of 
compressor stations remains relatively constant 
regardless of the horsepower installed in the 
station and, when the line is fully powered, 
the total compressor station investment is 
roughly proportional to the throughput of the 
line, so that no particular advantage is ea 


lized from larger diameter lines as to this 
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element of investment. It is true, however, 
that the newer large’ diameter pipelines, be- 
cause of their tremendously increased through- 
puL Capacity, have wended to offset the addéd 
cost in recent years of labor and materials, 
with the result that the fixed charges per 
unit of throughput for some of the new large 
lines are often similar in terms of cents per 
hundred miles transported to those for some of 
the older, smaller diameter lines. However, 
to support a very large diameter line requires 
rapid development of substantial markets if the 
project is to be practical and is to arrive 

at a sound Garnings basis in a reasonable 
perLod Of vime. 

ar Annual Load Factor. The estimated fifth 
year average cost of 1.86¢ per Mcf per hundred 
miles for transportation of gas in the Trans- 
Canada Pipe Lines Limited line mentioned above, 
depends upon operating the facilities at 
virtually full throughput every day of the 
year, in other words at annual load factors of 
95% or higher. It has been noted in an earlier 
section of this report that the load factor. of 
the general service market requirements may only 
be on the order of 40%, although the pipeline's 
rates have been established on the assumption 


that the pipeline itself will operate at 95% 
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load factor or better, Charo Tt, “Berecs 

of Annual Load Factor on Cost of Pipeline 
Transportation of Gas," as an illustrative 
chart, shows clearly that as the load factor 

at which a pipeline operates is reduced, the 
unit cost of transportation per Mcf per hundred 
miles transported increases rapidly. For 
example, at 95% load factor operation estimated 
for the fifth year for the Trans-Canada line 

as developed in the feasibility study, the 

unit cost per Mcf per hundred miles transported 
would be 1.86¢, as above stated, Dropping the 
annual operating load factor to 75% in the 
fifth year would increase the unit cost of 
transportation to 2,33¢ and dropping it further 
to 50% annual load factor would further in- 
erease the cost of transportation to 3.46¢ per 
Mcef per hundred miles transported. Twat 
thus be seen that where pipeline transportation 
rates have been based on high load factor 
operation of the pipeline, such as 95%, should 
the cost of gas to the ultimate consumer be such 
that it would not be possible to attach the 
large volume interruptible loads necessary 

to maintain the high annual load factor assumed 
in developing the rates, and should the re- 
sulting operating annual load factor of the 


pipeline drop to as low as 50%, the element in 
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the pipeline's charges to its distribution 
company customers for transportation would 


have to be approximately doubled, 
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where Le thus 4 great need for balancing 
out the loads on a long distance pipeline to attain 
as high load factor operation as is feasible through 
the sales of substantial volumes of interruptible 
industrial gas at relatively low prices to meet 
competitive conditions, or, where such facilities 
are available near major markets or near the terminus 
om the “Hine, ‘throvurh “the ise or underground natural 
cas storage , which nad the effect of taking, at 
times when general service gas requirements are small, 
the remaining low-value summer "valley" gas which 
would normally be sold at relatively low prices for 
interruptible industrial purposes and converting such 
gas to high-value peak time winter gas available 
to meet firm general service requirements on the 
coldest days of the winter. 

Competitive price levels at the market end 
of the pipeline thus have a substantial effect on 
the rates that a pipeline can charge for its gas. 
If the competitive price at which large volume 
interruptible sales must be made is below the sum 
of: (lI) the cost of gas at the wellhead, plus (2) 
the incremental cost of gathering and transmission, 
plus (3) some part of the Fixed Charges of the 
gathering and transmission system, it may then be 
impossible to operate the line at a high load factor. 
This in turn will result in the general service 


customer absorbing all the fixed charges, thus 
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increasing the cost of gas to him ®y an amount which 
may approximate 100%. If the competitive cost at 
which natural gas may be sold for Space heating is 
then not sufficient to cover: (1) the cost of gas 
at the wellhead, plus (2) the revised unit cost of 
gathering and transmission, plus (3) the unit cost 
of distribution, it will not be feasible to extend 
a pipeline into a particular area in question at all. 
Thus, the economics of transmission of natural gas 
depends on a satisfactory balance of types of loads 
and of price structures from the burner tip of the 
ultimate consumers through to the pipeline and back 
to the wellhead in the natural gas field. 

It ‘should be noted. that, the costs per inch 
mile of line today of $3,500 to $4,500 are very 
high compared to the figures of $2,000 to $2,500 
per inch per mile which were experienced by the lines 
built in the United States back in the 1930s. Any 
line built in an earlier period at lower prices for 
labor and materials carries an inherent inbuilt ad- 
vantage as to cost of transportation over any new 
line whether from Caradian or from new United States 
Sources... This.effect. is. partially of iset where suhe 
new line can be built of very large diameter pipe 
and consequently for a large gas throughput. It 
is the inter-relationship of factors of this type 
which result in occasional apparent discrepancies in 


the relative prices of gas laid down by different 
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pipeline systems which may be in competition for 
some major market. | 
It was noted in the discussion of dis- 


tribution company economics that the rates charged 
to the distributor by the pipeline are customarily 
of two parts -- a demand charge and a commodity 
charge. United States rate making practice cur- 
rently assigns all of the cost of gas purchased in 
the Tiesto vet ye Plat yrice to the commodity charge. 
Compressor fuel and similar items of out-of-pocket 
cost which vary with the day-to-day gas volumes 
transported are also assigned to commodity. Other 
direct operating labor and material is considered 
to partake of both demand and commodity elements 
and is assigned one-half to each. Supervision and 
engineering expenses are assigned in the same pro- 
portion as the assignment of the expenditures 
Supervised, whether demand or commodity, and 
Administrative and General expense is assigned in 
proportion to other expenses except purchased gas. 
The Fixed Charge element -- depreciation, general 
taxes, return on investment and income taxes asso- 
ciated with return -- is customarily split one-half 
to demand charge and one-half to commodity, on 

the theory that the line is not built to serve the 
maximum day alone (demand) but is also intended to 
be utilized as fully as possible every day of the 


year (commodity). Actual pipeline rates are usually 


‘naa! io Conn 


Ge 
Ban 


“ ob a an! cE 


Parade: Bade: at, Sot Tees eatinoa 9p 


Cae redo 
a aoe if 


SS eo 


Uitorsosius, sue oo kod hy '¢ at s: 


ws. S ‘ 


ed Seep ee 
ey ade Aa 


Me : : v3 heroics a Dae Seiaw DnB. s — ae od 10° 


ree | ake af 


oer. - i} 
Sy “tk - wee 
le KG n Aes 


A HHS. SUIS: Sabie wirviot de ikea andued Bet tal i coer | we 


gee ae 
fe Necro mn 


x ee a oti os 
i 
ee orl 3 its drinks ethene 
| f epee ais Set Ly ara . wae us ‘a 
| Maar sore sett SR Site ba | 
a J . et as si: A ine penny, 4 ' 7 
7 i é io a re i 7 
Li esos te~wi, (ho) piney) teat Dele Sits Sei -nekaotemot } 
‘ ; ’ Bren? ae ax iy! one cou Maes Seiehe oa a | 
Lie Bs ale | She SAR eee eS ce ea ee 
rs te i =) a out pg ah 
rAas Pa $e 4 te a og © of “WRG Sn kes PLAY cw boca cloutetar ‘feos. | 
ht i a acme tee pie a aes 7 teks | aq 
4 Riis" Ws FOORMOS On "O ehngteas & ay. S otek bed ieqeitions aI | 
af , id te MP clase mic Naty Sin! ECR Rory efit | 
} ' Se Ch FE icon ] 
if metab 343 1) RS PSMA Go) ap 2 PHN DAS Th i ne +. igenegs “FoshtO ‘ 
Jwigamels yo thommos bra bri amss sted ‘Yo ‘Saatiag’ oF i 
He ees ie fica A Bites) fey ag | 
Se Tea rs hy arent Sau | 
Bete: da: CRO Se F Mii ot SET eee tie ‘bet iaas 4 ¥ Sis d 
Ny - aad hy 4 om fo or ee GL G 


L4 


We ershowae | Seo 5 Be bons c 26s Sts SSSR ane giaMeahoiaea’ 


; ben ee . — os 
Rois: sat? Paes feta dinaies aan Me oe 
ey ee ea TEM mug “kt pir”) a8 iar A 
oy ca eae SE eg pets Pe otic ae a | 
Ce a eee re es pate 
yee ooh ow o. oe) art bomevad ie. . 
Itt rn * ~ 
r Pipes oe, 7 
ni berm tone ax wore Lsesnse Sng : aves S teitmbA | 
33 fe SEE vs a oe tes na 
ang DPasdutiy, dqeuks edewegee sehgo s f aa 
feran noida tosmeehews siete Segui ‘Baa eee “eat 
Dla ‘ ot are Gal et EN, wr 
5 ie ' ae por Rog oe Bes he 
s ra Pe rer ~y ny : un j 
ene 3S. 22%e hoon! hak) Tasiiee oa Ho. teste ,esxs? - 
i Tip Se UES Rede) Mg eet ue ieee ee a ib 
yeu eee oe 
Yond. 2 ae — Red ath 
«<< ) ; ' 


of TRAREN, othe cima 


Ko . = 
ay on Wake ae 3 nt es “9 
cee i ; ‘ a ‘ ws Yad see 
Pee va es Dire aM ef z - AO i nn A d hdl ] { L’ eri pone ial petty 
oe os RESO CGE See Race a Pasian ee ie fs Rages B 


Pan, a: 


t behaatat. dade. eo. pod (haa) oaote we 


eae a ay uy 4 er 
a 4 eto? \ 


nei Veh ere § otiiecom bos apn a ae 


eG. arta i ee ee, 


-) 


ow 


yOSte Bae on dh 
: ey een 


‘SAL . 
a (ee ; ‘ey Ede Uy 3 ee 
ei ee A - i ay eat Ly . Oy ia a y 


ae 


i 


1887 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


based on such cost allocations, with the final 
figures tempered by the judgement of the technical 
rate expert designing the rates to meet the par- 
ticular circumstances and problems of each in- 
dividual pipeline system. 
Ni Effect of Competition at the Market Level, 
Distribution Economics and Transmission 
Economics on the Price of Gas at the Well- 
heads 
It has been noted that a rather complex 
pattern involving (1) competitive prices in the ulti- 
mate market, (2) distribution company econcmics, making 
Gestrapie altiieh load -Tactor purchase or cas irom the 
pipeline supplier, and (3) long-distance transmis- 
Sien line economies, demanding very high load factor 
operation of fully-—developed pipeline facilities if 
transportation costs are to be kept at a modest level, 
must all be kept in balance if the market is to 
grow and the distribution companies and transmission 
companies are to expand along with a healthy Canadian 
economy. Should any of the elements get out of 
balance with the result of pricing some major gas 
application out of its market, the whole struc- 
ture goes out of balance. For example, a pricing 
requirement which would make it impossible to sell 
interruptible industrial gas would approximately 
double transportation costs, would in turn material- 
ly increase required retail prices for general ser- 


vice gas, and could end up with a compounding effect 
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which would also price the general service gas 

Pose LE Out "OL “LES Woh It has been noted fur- 
ther that as the average annual use of gas per 
distribution company customer increases, the average 
cost of distribution per Mcf sold declines, thus 
tending to improve the competitive margin protec- 
time general service sales. ‘Time 1S one of the 
principal ingredients in developing markets to the 
point where the general service use per customer 
becomes high and consequently the protective cushion 
against competition is the greatest, 

The maximum supportable price for natural 
gas at the wellhead at any given time can be com- 
puted, although it is a complex computation, start- 
ing from the competitive prices at which ‘the various 
elements in the sales mix can be sold to the 
ultimate consumer and deducting therefrom: (1) the 
eCoctrer dzstriputivon, including a faker return on. the 
distribution property to keep that company healthy 
and in a position to expand its business, (2) the 
COsb or transportation by the pipeline supplier, 
including a fair rate of return on its property as 
well, and (3) the cost of gathering the gas from 
the wellhead and transporting it to the starting 
point of the pipeline. Over-pricing of gas at the 
wellhead with relation to a given pipeline and 
marketing system will result, first, in less than 


a reasonable return being earned by either the 
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pipeline company or the distribution companies with 
the result that one or the other or both will have 
difficulty in financing the investments required 

for expansion cto meet the requirements of growing 
communities. Should the pricing at the wellhead 
become too extreme, it can result in a situation 
where development of markets comes to a standstill 
and ultimately could result in the adverse cascade 
effect described earlier, should any major portion of 
the market be over-priced to the point where a major 
element of the business is lost. 

An example of the operation of the fore- 
going principles on a favorable basis is found in 
the expansion plans of the Trans-Canada line. It 
has been noted that operation of the facilities for 
the fifth year as proposed in the economic feasi- 
bility study, but excluding the proposed export On 
gas near Emerson, with a maximum daily sme) Ol rae Oe 
560,000 Mcf to the pipeline, would result in a 
weighted average transportation cost of 1.86¢ per 
Mcf per 100 miles. Addition of the sale of 200,000 
Mef per day at a high annual load factor to export 
near Emerson as a supplemental supply to an estab- 
lished market area in the United States will immed- 
iately increase the requirements of Che Line Tor 
input gas, including necessary compressor fuel. Ste cs 
by 224,000 Mcf per day. This will require added 


development of the gathering system in Alberta to 
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take the increased volumes, additional compressor 
capacity along the 34-inch main line to Winnipeg 
and construction of a short lateral line to Emerson, 
but the effect on transportation cost of all sales 
through the 34-inch line will be a reduction esti- 
mated at 0.17¢ per Mcf per 100 miles and, for the 
entire transmission system, which is more to the 
point, the weighted average cost per Mcf per 100 
miles whlt be reduced’ to 1 :6i¢.. The Emerson export 
would thus hasten the day of financial maturity for 
the entire Trans-Canada Pipe Lines Limited project, 
while at the same time benefiting the producers 
through attachment of a developed high load factor 
market capable of supporting a modest increase in 
field price for the additional gas because of its 
effect in lowering average transportation cost. 

The distribution company customers of Trans-Canada 
benefit in having a financially stronger supplier 
operating more efficiently and at a higher percen- 
tage ‘of the potential ultimate capability of its 
pipeline and thus better able to maintain stable 
rate structures in the face of future inflationary 
Poreess Stable pipeline sales rates, in turn, 
permit distribution companies themselves to develop 
their expanding markets vigorously and also to be- 
come financially strong. In addition, it is now 
believed that these developments may also lead to 


an accelerated development of the eastern Canada 
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markets, with the result that the Trans-Canada 
construction Peaeetta may be accelerated to reach 
full development of the entire line by the fifth 
year of operation, in which event the input from 
Alberta, including the export near Emerson, might 
total 962,000 Mcf per day. Actually it has been 
established since we wrote this repory “Thaw that 
figure even may be exceeded Md aled ngs Under such 
conditions, the weighted average cost of transpor- 
tation would remain about the same as with the 
Emerson sale at 1.83¢ per Mcf per hundred miles. 

Av this point, if Lomay; DT would Tike “to 
read a tabulation into the record of unit cost of 
service, iehave a title at. thesvoo “Unit cost of 
Service", and a sub-title "Cents per Mcef Sola". 

THE CHAIRMAN: Is that in our book? 

iy EPP ye Theat Ls not im the aes LG 
is something which has been prepared since the book. 
We haven't a copy available, but it will be avail- 
able; it is not mimeographed as yet. 

THE CHAIRMAN: Ls Gy lore 

Mie Ee Py s Not too long. If you prefer 
to wait, I will be able to bring that back after 
LUTON 

THE CHAIRMAN: I think we might do that. 

1g WLAN ah ee Very well. 

THE CHAIRMAN: I think this would be an 


appropriate time. You have finished the text 
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HC e ait We will adjourn the hearing of 
the Commission and will re-assemble at. 2.00 obetock 


this afternoon. 


---Whereupon the hearing adjourned at 12.15 P.M. 
UNG ere crore. 
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“-“CHiresutiine au 2.00 bm. 


THE CHAIRMAN: The Commission will resume 
its hearing. Mr. Tippy, I believe you had finished, 

ME eee ye © No, I finished except for the 
reading into the record of this one page tabulation 
which, I believe, has now been distributed and is 
Tapered “Unit Cost of Service”, 

THE CHATRMAN: I think we can take it as 
mead, ane enter a> ae am’exhibit and them te on 
the record unless you wish to explain, 

Mine see ve No, LI do not care to explain 
at this point but I would like to add another year. 
I would like to add between the left hand pair of 
columns, 1958-1959, and the right hand pair of 
columns, 1962-63 --@ would like to give you two 


columns of figures. 
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MR, TIPPY: Thank you, sir, LR ce Katia 
that concludes my reading, 

MR. PATTERSON: We will mark that, then, 
OS (BX pi it) G-19-5, 
SAD NO, Cal 925% Table headed "Unit Cost 

of Service," 

THE CHAIRMAN: Those figures are for 
1959-60, 

ere yn 1950260, 

THE CHAIRMAN: AMP en. tee Coapes sat 
you are ready. 

MR, COATES: Present and Potential 
Canadian and Export Markets: To deal with the sub- 
ject of present and potential markets, we requested 
Commonwealth Services Inc. to prepare a market study 
for presentation to the Commission. This study 
is contained in the bound volume entitled "Present 
and Potential Canadian and Export Natural Gas 
Markets of Trans-Canada Pipe Lines Limited, 
February 1958". fi 

I now ask Mr, Orme of Commonwealth 
Services, who prepared this study, to read the 
text portion of his report dealing with the 
Canadian market, 

MR. ORME: The report is as follows: 
iy General, The attached exhibits show 


a projection of the natural gas requirements of 
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Trans-Canada Pipe Lines Limited to supply both 
its Canadian and its export markets. The period 
covered by the projection extends from the year 
1957-1958 (November 1 to October 31) to the year 
1987-1988. Tne annual period from November 1 
to October 31 is selected to conform with the 
period orf Trans-Canadais contract year. The 
projection includes both annual and maximum day 
gas requirements, 

In making this market projection the 
period from 1957-1958 to, and including, 1962-1963 
has been treated differently from the later years. 
The short term estimate, which is shown on 
HARI biG +59 1.8 ybased..on actual studies of the 
major market areas. These studies were made 
ba the shield win counection with the financing 


7 


of Trans-Canada and several of its distributing 
company customers. They represent conditions 
as found in each of the areas studied, and were 
made after consultation with responsible operating 
gas company officials in the respective areas. 
The, projections for the years following 1962-1963 
are based on trended projections and industry 
experience, as described below. 

In projecting the annual and maximum 
day gas requirements of Trans-Canada Pipe Lines 


Limited beyond the year 1962-1963 the market 


areas served by Saskatchewan Power Corporation 
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and Union Gas Company and the market areas along 
Trans-Canada's presently proposed pipelines which 
are either presently served or proposed to be served 
by other distribution company customers of Trans- 
Canada, or appear to be either presently within 
economic distance from such pipelines, or will be 
in the not too distant future, were considered 
Separately, In the case of the Saskatchewan Power 
Corporation territory the contribution of Trans- 
Canada Pipe Lines Limited to the total natural gas 
requirements of the area is minor and is expected 
to remain fixed during the forecast period. It was 
therefore not considered necessary, for the purposes 
of this study, to make a forecast of the total require- 
ments of the Saskatchewan Power Corporation market 
area, As shown by Exhibit {, the maximum-day sales 
by Trans-Canada to Saskatchewan Power will be Crees. 
Mef in 1957-58, reducing to 10,000 Mcf during each 
year of the forecast period after 1957-1958, in 
accordance with the terms of the present contract, 
On Exhibits the corresponding annual sales have been 
estimated at a load factor of 60% for the year 
1957-1958, 90% for the year 1958-1959 and 100% for 
the following years, 

Trans-Canada will also not be the sole 
Supplier of natural gas to Union Gas Company which 
company has substantial sources of local gas supply 


in Ontario and in addition has 8 contract for the 


’ i : . U) q s i : ; 
BS ae es pias at a tr 


ik | 5 tes palent 3 A aA Seto a) 
{ i 4 r a aa Se 


en 


7 : bs ee 
i every 2 
i] hie = - 


sate Cae ee 


er V9, einen pre fee aise 
ne me 


| ‘ 
i ian ai 
: x Ye POS IE, mien e 
q : ; me 
Ps 
f P ts 
; Se ee 
& ; =a ip ov AN acti Ms, a x oe make 
oa | | 
; ih 
oy cgy 7 Ewes ; i 
Pasay a : ear rie \ 
28 &: 
= 
qv 
x 
ee cee wae be Sle. OF, vo ' pent wt & aks A Bs or co 
- . *e ' i 
| q a 
Mrieel: PR a. ee, is 4 gig Wwe arias gate ae ee: te Su eh Se ehaeed 
Gast Ea x ROR Retin r f 
z heated rahe -B A: ius as her } 
ee ’ may av 7 ye a " ¥ t 
. | 
Pea 
ce AG eMac Oe) RTE ape tannt: “ad 4 
. ' 
on & i. 
Be i de m a be Botouhert } Bae TAGs wae: 45M a 
At a: Poke ath Rae? Ot 20 KROY ¢ 
“Ne r J : 
‘ by STO nie, 3 ae: BYEBIIO00 B 
‘ ro “ey . 
sa “a oe ae ae < EB, OTN | aH ceucrian ei 
2 See . . wie ; t LS ae 
is ny , « \ ‘ — 
ot ie > ne “af Taig aie? 1 - RS ice ‘canetey zt | 


since ellpronte batt 


Koma See gut 
Pe me i 


eat] * PAL, 
Or) aan 


1898 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


import of substantial volumes from the United States 
which still has several years to run. The sales 

by Trans-Canada to Union Gas however, will be much 
larger than those to Saskatchewan Power but will not 
constitute a large enough part of the total requirements 
to necessitate a detailed projection of total natural 
gas requirements in the Union Gas territory in order 
to reasonably estimate Union's requirements for 
natural gas from Trans-Canada. Accordingly, we 

have estimated such requirements in this report on 

the basis of the contract volumes set forth in 

the contract between the two companies, and advice 
from Union as to what proportion of such contract 
volume they would probably take from Trans-Canada 

in future years. 

There is a substantial potential natural 
gas market in the Province of Quebec; between the 
cities of Montreal and Quebec City. This market 
could be ‘served by an extension of Trans-Canada's 
pipeline system to the City of Quebec. Such an 
extension seems probable within the forecast period, 
and has been given active consideration by Trans- 
Canada, but, since it is not a certainty at the 
pEesent time, no recognition nas: been eivensto 
these potential markets in this study. 

Since the other Canadian markets along 
Trans-Canada's pipeline system will receive their 


total natural gas requirements from Trans-Canada, 
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they have been projected in a group for the years 
from 1962-1963 to 1987-1988. This projection 

was based on observed trends in population and 

number of dwelling units in the market areas involved, 
and by the use of relevant factors to convert the 


numbers of dwelling units into numbers of residential 


customers and to translate the numbers of residential 


/ 


customers into maximum-day and annual gas require- 


ments, The factors used were based on the de- 
tailed estimates for the six years from 1957-1958 
to 1962-1963 inclusive which have been’ previously 
mentioned, and on the experience of natural gas 
companies in the United States as their natural 
gas markets have developed and matured. Since 
Cheba sia Projection isi) that of population, it 
seems appropriate to discuss first the methods 
used Lh Makine Ghie projection, and to Pollow this 
explanation with a step-by-step discussion of the 
process of developing this population projection 
into a projection of maximum-day and annual gas 


requirements. 


ci, Population. and Dwelling Units: Exhibit 3 
is a projection of the population and corresponding 
dwelling units in the market areas to be served 

by Trans-Canada, other than the Saskatchewan Power 

markets, the Union Gas markets and market areas 


along the Montreal-Quebec extension. This is the 
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market area that was grouped for purposes of pro- 
JecvLon, as noted above, ine population pro- 
jection was based on a forecast by the Gordon 
Commission in its preliminary report dated December, 
1956, for the Dominion as a whole, is modified to 
reflect an observed higher rate of growth in the 
market areas considered, as shown on Exhibit 1, 

The observed difference in the rate of growth in the 
market areas considered as compared to the Dominion 


as a wnole was 0.627% per year, for the years 1951- 


1956, 
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Rotel rine tOumem iit 1. 1 woukd Like to 
point out that the population of the total market 
areas of Trans-Canada, exclusive of Saskatchewan 
but including the Montreal-Quebec extension markets 
and the Union Gas markets, increased from 5,917,621 
to 6,996,208 in 1956, an average annual rate of 
growth of 3.404 per cent. 

Excluding the Montreal-Quebec extension 
but still including the Union Gas markets, the popu- 
lation of thos markets increased from 5,403,841 in 
1951 to 6,369,812 in 1956, for an average rate of 
growth of 3.427 per cent. 

During that same period from 1951 to 1956, 
as may be noted from Exhibit 1, the total population 
of the Dominion of Canada had an average annual 
rate of growth of 2.8 per cent. 

The excess of the Trans-Canada market rate 
of growth over that of the Dominion of Canada as a 
whole gained 6.27 per cent. 

A projection of the annual rate of growth, 
reflecting these considerations, is shown in the 
third column in Exhibit 3. In making the related 
projection of residential dwelling units the factor 
in the column in Exhibit 3 headed "Ratio To Popula- 
tion" was trended from the ratios observed in 1951, 
1956 and prior years. This ratio, as projected, 
shows a slow decline from year to year during the 


forecast period. The projection of total dwelling 
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units was obtained by multiplying, year by year, 
the projected population by the ratios shown. 

Relertine to Bxhibit.s, 1 would Like to 
note that the population and the number of dwelling 
units and the annual rate of growth shown in the 
years 1931 through 1956 compared with the actual 
figure issued by the’ Dominion Bureau of Statistics 
since this’ data for the markets reflected in the 
tabulation as shown on that exhibit, it is projected 
that. the population of the market areas reflected 
on this tabulation would increase from 5,086,560 in 
TORewS SYOMNO4w an 1961 f eho, SL Oy soMdin 2 966, 

TOUS OOS OSM n 197o nero 12,437 219 Tari o3ss 

As also shown on the exhibit, it is esti- 
mated that the number of residential dwelling units 
in the areas given increased from 1,377,599 actual 
in 1956 to 1,539,334 in 1961, to 1,799,322 in 1966, 
EOMesHOGy Guba, O76 @ndlto 3, 483, 015 im ace. 

For comparison purposes only a similar 
projection of population and dwelling units for the 
present and potential market areas of Trans-Canada, 
including the Union Gas Company area and the market 
areas along the Montreal-Quebec extension, is shown 
in Exhibit 2. In both Exhibit 2 and Exhibit 3 the 
Saskatchewan Power Corporation market areas have 
been excluded in view of the low proportion of the 
total gas requirements in this area to be supplied 


by Trans-Canada. 
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As shown on Exhibit 2, it is estimated 
that the population Im areas included in the tabu- 
lation will increase from an actual of 6,996,208 
in 1956 to 16,789,715 in 1988 and that the number 
Ol, VecLtuentiial dwelling Units in the areas will in- 
erease from 1,826,686 in 1956 to 4,783,394. 

i ge ne Residential Requirements: The derivation 
of residential maximum-day and annual gas require- 
ments from this population projection is shown on 
Exhibit 8. As previously explained, the projections 
for the years 1957-58 to 1962-63 are not based on 
trends but are made from detailed estimates of these 
markets based on actual field investigations. These 
detailed short-term projections are used to develop 
the basic factors shown in columns 2, 4, 6 and 8 of 
Exhibit 5, which are then projected into the future 
on the basis of the observed trend, modified by 
industry experience as to the ultimate level to be 
reached by these several factors and ratios. The 
mathematical operations performed on Exhibit 8 to 
derive the maximum-day and annual residential gas 
sales requirements are indicated immediately under 
the column headings. It will be seen that a total 
residential customer projection is the first step, 
followed by a projection of residential heating 
customers. Appropriate factors reflecting the use 
per customer for general use and heating use are 


then applied to the respective numbers of customers 
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to arrive at annual residential gas sales re- 
quirements. The maximum-day residential gas sales 
requirements are then derived from the annual 
requirements by the use of assumed load factors 
whiten are set forth at the head of columns 11 and 
12. The load factors are based on industry exper- 
Lence and are typical,of residential general and 
heating use. 

Oty Commercial and Small Industrial Require- 
ments: A projection of annual and maximum-day 
commercial and small industrial gas sales require- 
ments is similarly computed, and is shown on Exhibit 
9. In this case the number of commercial customers 
shown in column 3 is derived from the previously 
estimated total number of residential customers 
Soma in columy (ago 2S the experience of (the 
natural gas industry that a reasonably constant 
relationship may be expected between the number of 
residential gas customers and the number of commer- 
cial gas customers. This ratio is shown in column 
2 of Exhibit 9, as estimated by the detailed pro- 
cedures previously described for the years 1960-61 
to 1962-63, and trended into the following years. 
Since the early development of natural gas markets 
tends to be more in the residential than the com- 
mercial classification, this ratio is inclined to 
be small in the early years and has been increased 


to the commonly encountered value of 6.25% in the 
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year 1968-69 and following years. These percen- 
tages are used to project the total number of 


commercial customers shown in column 3. By a simi- 
lar process to that described in connection with 
the residential projection, the commercial heating 
customers are then estimated, and, by the use of 
appropriate factors for use per customer, a projec- 
tion of maximum day and annual commercial gas sales 
requirements is derived. 

V. Summary of Canadian Maximum-Day Require- 
ments: A summary of the projected maximum-day gas 
sales by Trans-Canada to the Canadian markets is 
Shown on Exhibit 7. As previously explained, the 
markets other than Saskatchewan Power Corporation 
and Union Gas Company are projected on a consoli- 
dated basis, and are then added to the Saskatchewan 
Power Corporation projection and the Union Gas Com- 
pany projection to arrive at a total Canadian maxi- 
mum-day sales by Trans-Canada. In the consolidared 
estimate of markets other than Saskatchewan Power 
and Union the residential sales and commercial sales 
Shown on Exhibit 7 are carried forward from Exhibits 
8 and 9, previously described. The firm industrial 
sales are projected on Exhibit 7 on the basis of 
trends derived from the detailed short-range for 

the years 1957-58 to 1962-63. A study of the de- 
tailed short-range projections of firm industrial 


sales indicates that sales to present industrial 
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customers may be expected to increase at the rate 
of 5% per year. In Bearer to the anticipated 
increase in requirements of the presently connec- 
ted customers, it has been assumed that new indus- 
tries will be connected to the natural gas lines 
to the extent of 25,000 Mcf of maximum-day require- 
ments every two years. The use of these assumptions 
results in the projection of firm industrial sales 
Shown on Exhibit 7. The residential, commercial and 
firm industrial sales are then totalled, and an 
allowance is made for distribution company use and 
losses amounting to 5% of the total requirements. 

It has been assumed on Exhibit 7 that 
the maximum-day requirements will be met to the 
extent of 30% by peak shaving in the year 1966-67 
and following years and the maximum-day peak-shaving 
volumes have been trended up to this amount from 
zero in 1957-58. These volumes of peak-shaving gas 
are shown in the column headed "Less Peak~Shaving Gas’ 
on Exhibit 7. The following column shows the ex- 
pected contribution to the maximum-day requirements 
of gas from The Consumers! Gas Company storage 
fields. These two amounts are deducted from the 
total maximum-day gas requirements to arrive at 
the total maximum-day gas requirements from Trans- 
Canada for the Canadian markets. These latter 
amounts are shown in the column headed "Total Re- 


quirements From.T.C.P.L.". The addition of the 
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maximum-day gas sales requirements of Saskatchewan 
Power Corporation and’Union Gas Company result in 
the total Canadian maximum-day sales by Trans- 
Canada shown in the right-hand column on this ex- 
igi Bley Rare 

The projection of Union Gas Company re- 
quirements from Trans-Canada is shown in Exhibit 10. 
Under Trans-Canada's contract with Union Gag Company 
deliveries to Union may be interrupted at any time 
by Trans-Canada. However, Trans-Canada is obliged 
to deliver certain minimum annual and winter period 
(November 1 to March 31) volumes and Union is 
obliged to take at least 75% of these volumes. The 
total contract annual and winter period volumes 
are Shown,.on Exhibit 10, as are the percentages of 
these volumes which Union estimates it will take. 
For the years 1968-69 and following, the annual and 
Winter period contract volumes remain at 64,000 MMcf 
and 21,300 MMcf respectively. Union estimates that 
its annual requirements will increase by 3,500 MMcf 
per year during this period and it has been assumed 
that the contract will be amended to provide for 
these.inercased deliveries. 
Vi Summary of Canadian Annual Requirements: 
Exhibit 6 is a summary of the projected annual gas 
sales by Trans-Canada to the Canadian market. The 
residential sales and commercial sales shown on this 


exhibit are transferred from Exhibits 8 and 9, 
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Respectively. upThe andustriakvusales projection is 
in two parts, firm and interruptible. The projec- 
tion of firm annual industrial sales is derived 
from the prejection: of industrial firm maximum 

day sales on Exhibit 7, previously described. In 
making this annual computation a load factor of 
70% for firm industrial sales has been assumed, 
based on industry experience. The interruptible 
industrial sales»shave been projected in a simibiar 
manner and using assumptions similar to those used 
ineprojectingrthevindustrial firmesales as previous- 
ly described. That is to say, a 5% annual growth 
in present customers! requirements has been assumed, 
and an allowance has been made for new customers 
in a manner and amount similar to that described 
forruhe, firmeindusteral sales. «In the case of 
annual interruptible sales, however, the volumes 
projected as above described have been limited in 
some years by the requirement that the overall 
pipeline annual load factor probably will not 
materially exceed 95%. It has been found in prac- 
tice in the natural gas pipeline industry that the 
practical limitations on load dispatching usually 
preclude the attainment of a load factor much 
higher than 95%. This limitation has therefore 
reduced the annual volumes oo interruptible sales 
which would otherwise be estimated in the years 


1958-59 to 1960-61 and 1978-79 to 1987-88, in. the 
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other years, the full interruptible potential 

has been included and no provision has been made 
fornwcurvaiimeny:., In this ¢onnection, it is noted 
that, as can be computed from Exhibit 4, the pipe- 
line annual sales load factor dropped to 87.5% 

to 90% in the years 1962-63 through 1964-65, not- 
withstanding the fact that the full estimated in- 
terruptible potential load was included and reflec- 
ted in the estimated annual sales shown for those 
years. Had it. been assumed in the studies that 
Trans-Canada's interruptible agreement with Ten- 
nessee Gas Transmission Company at Niagara Falls 
had been operative in those years, the pipeline 
annual sales load factor in such years would have 
easily been raised to 95% or above. Under such in- 
terruptible agreement, Tennessee agrees to take any 
volumes of excess gas which Trans-Canada may have 
from time to time above the requirements of its 
Canadian markets, up to 200,000 Mcf per day. 

The total annual aqiles of Trans-Canada, 
as projected in the manner described above, are 
shown on Exhibit 6 under the column headed "Total 
Sales MMcf."" The next column shows the distribu- 
ting company use and losses, computed at 5%. The 
column headed "Less Peak-Shaving Gas" in Exhibit 6 
shows the annual volumes of peak-shaving gas 
corresponding to the maximum-day volumes of peak- 


shaving gas shown on Exhibit 7. The amounts shown 
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under the heading "Plus Net Gas Input To Storage 
MMcf" represent any required by Consumers! Gas 
Company to complete the filling of its underground 
gas storage field. The consolidated annual gas 
Sales requirements shown are then added to the sales 
to Saskatchewan Power and Union to arrive at the 
total Canadian annual sales by Trans-Canada, shown, 
iy one*ripnv-hand column of this exhibit, 
NV es Summary of Total Canadian And Export Re- 
quirements: The Canadian maximum-day and annual 
requirements, projected as described above, are 
carried forward to Exhibit 4, and are there added 
to the annual and maximum-day requirements for 
export at Emerson, Manitoba. The total sales re- 
quirements thus derived are increased by 10% to 
reflect Trans-Canada's requirements for compressor 
Station fuel and for pipeline losses, to arrive at 
the total annual and maximum-day requirements shown, 
The total annual Trans-Canada requirements are 
accumulated in the column headed "TCPL Total Require- 
ments Cumulative." The figures in this column show 
the cumulative total production of Canadian gas 
reserves which will be required to meet the require- 
ments as projected herein. 

Referring to Exhibit 4, it is to be noted, 
as estimated in this report, Trans-Canada's require- 
ments for Canadian sales will increase from 22,545 


MMcf in the year 1957-58, which is a partial year's 
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operation, to 255,106 MMcf at the end of the first 
five full years of operation in 1962-63; will 
further increase during the next 5-year period to 
409,986 MMcf and will have increased, by the year 
1987-88 to 1,210,760 MMcf, these being annual re- 
quirements for Canadian sales. 

The requirements for the U.S, export at 
Emerson annually were shown on the exhibit, increa- 
sing from 69,136 MMcf to approximately 73,343 MMcf 
and levelling off during the rest of the period 
shown through the forecast, representing approxi- 
mately 99% of the contract maximum-day of 204,000 
NMCr 

Adding these sales requirements all to- 
gether, those of the Canadian markets and the United 
States export market, and to the total of those 
Sales adding Trans-Canada's fuel and loss require- 
ments, Trans-Canada's total requirements annually 
increased from 24,800 MMcf in 1957-58 to 360,565 
MMcf in 1962-63, the end of the first five full 
years oF operation) to 5317662 MMcf at the end of 
the tenth year of operation and to 1,412,513 MMcf 
by the year 1987-88. 

Likewise, Exhibit 4 shows the increase 
in Trans-Canada's maximum-day requirements, the 
Canadian sales maximum-day requirements as an in- 
crease from 86,661 Mcf in the first partial year 


of 1957-58, to 782,661 Mcf at the end of the PLE So 
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five full years of operation in 1962-63 and, by 

the year 1987-88 it is expected to reach 

3,496,585 Mef, those being the maximum-day require- 
ments for Canadian sales, including the export of 
204,000 Mcf at Emerson and Trans-Canada's fuel and 
losses, as shown in the last column of Exhibit 4, 
VERE, Estimated Sales to Canadian Distribution 
Company Customers: Exhibit 5 shows the estimated 
annual and maximum-day sales of Trans-Canada to its 
various proposed Canadian distribution company custo- 
mers and to Midwestern Gas Transmission at Emerson 
through the first five full years of operations of 
1962-63. Such estimated sales are based on the de- 
tailed field studies referred to above. As shown on 
bhe oxhibite«.@ substantlal portion of Trans-Canada's 
initially proposed sales in Canada have now been 
contracted for. 

MR. COATES: I am sure that you will agree 
that this study, particularly the long-term market 
projection, clearly reflects the magnitude of Trans- 
Canada's future Canadian market. 

As to present and future export markets 
available to Trans-Canada, the report covers the 
whole market, present and future, in the midwestern 
States of Minnesota, Wisconsin and Illinois, and 
in the east, New York State, (exclusive of New York 
City) and New England. In addition, projections 


have been included for the States of Montana and 
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North Dakota for your information although Trans- 
Canada does not contemplate any Service.in. that 
area except to the extent that the proposed Mid- 


western project would serve some communities near 


the eastern boundary of North Dakota. 


So far as present markets are concerned, 


Trans-Canada is contemplating entering Only those 


U.S. markets covered by its exis ting. con tracts- Wien 
Midwestern Gas Transmission Company and Tennessee 
Gas Transmission Company; namely, the 200 million 
cubic feet per day sale at Emerson, Manitoba, and 


the interruptible sale at Niagara to Tennessee Gas 


Transmission Company. Beyond these present con- 


tractual arrangements, Trans-Canada has no active 
Deen er 4a WS .merkets. 


In connection with Trans-Canada's pro- 


posed export ap these two points, it. is. important 
to observe that each has its advantage to the 
Trans-Canada system. The Emerson sale would enable 
Trans-Canada to make the maximum use of the capa- 
city it has or can readily attain in the Western 


section»sof its pipeline. 
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As discussed by Mr, Tippy earlier, this 
has many resulting advantages, Among these is 
the fact that the Emerson sale will materially 
improve Trans-Canada's revenues in the early years, 
thereby enabling the Company to fulfill its obii- 
gation to purchase the Crown Section at a date 
earlier than would otherwise be POSSible, “Fits 
obligation is not the only reason why an early pur- 
chase is important. The result of the rental pro- 
vision in the Crown Section lease iso, thabuagsy tne 
Crown Section's throughput rises above 300 million 
CUDLGBeeL peor day, tha monthly rental increases 
to the point where it may impair Trans-Canada's 
ability to adequately and economically meet the 
Steadily increasing requirements of its Eastern 
Canadian market. 

the proposed export at. Niagara is advan- 
tageous because of its wholly interruptible feature. 
Under that agreement the purchaser has agreed to 
purchase any quantity up to 200 million cubic feet 
per day which Trans-Canada may have available after 
meeting all of its Canadian markets, but Trans- 
Canada is not obligated to deliver any quantity 
at any time. This type of sale obviously assists 
trans-Canada in operating at as high a load fac- 
tor as is possible. For example, a system load 
factor of approximately 87 1/2 per cent (Market 


study, 1963-64) could be increased to above 95 per 
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cent by the use of this interruptible sale, 

The study referred to there is just 
what Mr. Orme has been reading from as recently 
prepared. 

We should point out that this proposed 
sale at Niagara is conditioned upon the commence- 
ment of the Emerson sale, 

Competitive and Other Factors: With 
respect to the subjects of product pricing, market 
penetration economics, and competitive factors, we 
asked Commonwealth Services Inc. to discuss these 
matters insofar as they pertain to the marketing of 
natural gas. In the same discussion from which Mr. 
Tippy has read, he has covered these subjects under 
the headings "Competitive Factors in the Gas Indus- 
try’ and "Economics of Distributing Natural Gas", 
commencing at pages 1 and 9 respectively. He has 
also, at our request, pointed out some of the inher- 
ent differences between the transportation of gas 
and oil on page 29. We commend these discussions to 
your attention and do not propose to summarize or 
read them. 

General: In presenting to you some of 
the facts and fundamental principles pertaining to 
natural gas transmission and marketing we have, we 
believe, given to you a complete picture of Trans- 
Canada's project. The initial Trans-Canada system 


is well on its way to completion, is presently 
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serving a portion of the Canadian market and Wil. 
CBLs coming Tall, be in full operation. 

We are greatly encouraged by the fact 
that the Canadian market is developing far more 
rapidly than was generally recognized a year ago. 

It is common knowledge that in the earlier days of 
the Trans-Canada project it was generally believed 
that a market in addition to the potential Canadian 
market was vital to the success and launching and 
Subsequent operation of the project. The system 

was accordingly designed to serve not only Canada 
but a portion of the market in the midwestern United 
States. Permits were granted by the Alberta Con- 
servation Board and by the Transport Board upon that 
basis. The pipe laid in the Western Section was 
Sized for that purpose. 

While we do not contend that the survival 
of the Trans-Canada project is dependent on either 
the export av Emerson or the interruptible sale av 
Niagara, we do contend that those sales will contri- 
bute very materially to the operating success of 
the system. The early connection of these loads 
will assure a high capacity factor and a high load 
factor, benefitting both producer and consumer, 

It will also assure the early financial maturity 
required to purchase the Crown Section, thereoy dis- 
charging that obligation prior to the rental arrange- 


ment becoming uneconomic. 
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Clearly, the primary function of Trans- 
Canada is service to Canadian markets. We sin- 
cerely believe that our plans, as we have outlined 
them to you, will accomplish that service in the 
most efficient manner, and provide optimum benefits 
to consumer and producer alike. 

All of which is respectfully submitted. 

THE CHATRMAN: Thank you very much, Mr. 
Coates. 

How does counsel wish to proceed from here, 
Meevr ati LO? 

MR. PATTILLO: Mr, Chairman, I would 
suggest that we now ask all of the witnesses of 
Trans-Canada to be sworn, and, having accomplished 
thae, ‘then I propose to take up, first, the finan— 
cial phase of the matter. I don't think I would 
have taken it quite in that way, but would have 
dealt with the operational side, but I understand 
Mr. Coates has a personal problem and it would 
assist him if I dealt with that in the early stages, 
ane according ly (Ll icdo that. 

MA. COATES: Thank you, sir. 

MR. PATTILLO: Mr. Registrar, would you 
bring the Book over, together with the form of 
oath, and I think, Mr. McNeill, if you sing out the 
Christian names and then the Registrar can repeat 


that and you can give that oath. 
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---Whereupon the following witnesses were sworn: 

Charles S. Coates 

H. Dix Fowler 

Robert Charles Berry 

A. Deane Nesbitt 

Paul F. Clarke 

Gladstone Stewart, Jr. 

Nathan Eldon Tanner 

Verne L. Horte 

Ralph S. Orme 

William B. Tippy 

Migs Cay Eb OKs I think, Mp. McNeilly) that 
probably the witnesses I shall need on this phase 
of the inquiry will be Mr. Coates, Mr. Tanner, Mr. 
Nesbitt and Mr. Clarke. 

MR. McNEILL: Mr, Berry? 

MRS PATTIE: Yes, and probably Mr. 
Berry, too, if they would please move up. 

Gentlemen, in order to expedite matters I 
will direct the question to Mr. Coates as president 
of the company, and you can either answer it your- 
seit, Mr, Codtes, or you jean direct the question to 
whomever you wish to, but in order that we have it 
clear on the record, would the name be mentioned so 
it will appear who is answering the question? 

MR. McNEILL: Yes. 

Di PAPE ERGO Now, I would like to first 
try and deal with the situation up to December 31, 
1956, and then after that we will deal with the 


situation since December 31st, 1956. 


Q. When was Trans-Canada incorporated? 
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MR. McNEILL: Perhaps IL can answer that. 
It is Chapter 92 of the Statutes of Canada, 1951, 
DercameyancoLrorce. onthe elst of March, 1951, 

Q. And at that time what was its pro- 
posed share capital? 

MR. McNEILL: At that time, according 
LPOporer oni, Ol. thenAct,. the, capital stock of the 
company was -- well, "shall consist of 5 million 
shares Withta parwwedue of $1.00 per share”. 

Q. Now, who were the original organizers 
of the company? 

i McNETLL: Clinton Williams Murchison, 
oils and=ces Jexccurtmye, Prank wAucust. Schultz, oid 
ayiireas: execumi ves both of the City of Dallas in 
the State of Texas, one of the United States of 
America. John Ross Tolmie, barrister and solicitor; 
John McCreary Coyne, barrister and solicitor and 
ROSs Garstane Grayyibarrister and solicitor of the 
CLiy of Ottawa ey thew Provence Ob On caro. 

Q. There is another company I want to 
find out a bit about, Western Pipelines Limited. 
Could you tell us when that company was incorpora- 
ted? 

MR. McNEILL: It was incorporated by 
Chapter 38, Statutes of Canada, 1949. 

Q. And what was the proposed share 
capital of that company? 


MR. McNEILL: T willie have to. Bind, that 
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for ou. gehaveynet soptt Peadi lyn ath hand, 

Q. Could you tell me who were the 
organizers of that company? 

MR. McNEILL: Again, I cannot give you 
that offhand, 

Q. In January, 1954, am I correct in 
thinking that a merger of these two companies was 
brought about? 

MR. MeNBLLL: it-was effectedsvsir, sin 
March, April and May of 1954, 

Q. In March --- 

MR. McNEILL: March, April and May; it 
Was Spreadsover «aaperiod of time, \bhe) actual con= 
clusion of the merger. 

Q. Well, immediately before the merger 
was brought about, how many shares of capital stock 
of Trans~Canada had been issued? 

MR. COATES: Mr. Berry will answer that. 

Q. Will you come up to the microphone, 
Mr a woeriry? 

MR. BERRY: Prior) toil yeot 95456 14000 


shares of the stock of Trans-Canada had been issued. 


Q. At what consideration? 

MR. BERRY: $1.00 per share. 

Q. At that time did the company have any 
assets? 

MB... GRR Ye Not oie. 


Did it have any liabilities? 


c Q. 
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MR. BERRY: Not that I am aware of, 

Q. Now, ey you “tellus at that: Gime 
-- well, just carrying on: the shares that you have 
told us had been issued ‘at $1.00 a share, can you 
tell us to whom they were issued? 

ME. BERRY + { shares were issued to the 
original incorporters and 993 shares were issued 
to Canadian Delhi. i believe the full name or that 
company at that time would have been Canadian Delhi 
Oil Limited. 

Q. Where was that company's head office? 

MR. BERRY: In Calgary, Alberta, 

Q,. And do you know whether that company 
was a wholly-owned subsidiary of any other company, 
or whether it had share control in the hands of the 
DUOLLes 

MR. BERRY: I am not aware, in detail, of 
the position at that time. However, I understand 
today that that company has a substantial number of 
Shares in the hands of the public. I believe that 
Mr. Nesbitt has some information further to what I 
have just said. 

Q. Mr, Nesbitt, would. you tell us? 

ME. NESBITT: Yes. My records show that 
Canadian Delhi had 127,000 shares held by Canadian 
residents in October, 1954, and in November, 1957, 
960,000 shares held by Canadian residents. 


Q. And who had the control of Canadian 
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Delhi? Do you know from your Fecords, 2S of 
Jy, LOS? 

MR. NESBITT: NO. Sit ss Donec. except 
from hearsay. I believe that no one, no individual 
Del Oper cent of the stock; I believe that more 
than 50 per cent was in the hands of the PUbLiC 
but that is hearsay information. 

MR.. BERRY: Might I add, I think we have 
to establish a firm cut-off here. Mr. McNeill 
mentioned the merger took place over a Peron Of 
three months, so any comments in July ==. Chine at 
IS feir to add at this point that’ as: oF UY aie. 
1954, a further 1,002 shares were issued at a price 
of $1.00 per share, 

Q. Who were they issued to? We are talk- 
ing of Trans-Canada. 

MR. BERRY: We are talking of Trans- 
Canada Pipe Lines Limited and this is part of the 
merger picture; one of the two shares was issued to 
Canadian Delhi and a total of 1001 shares were issued 
to a group popularly known as the Western group or 
Western Syndicate. I believe Mr. Nesbitt can give 
you more details as to who they are. 

Q. I just want to get this clear. Was 
the purpose, Mr. Nesbitt, of issuing this additional 
1OOQ shares on July 31st to balance the previous 
1,000 that had been issued so that the Delhi or 


original group of shareholders in Trans-Canada had 
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50 per cent, and the Western group had the other 
50? ? 

MR. NESBITT: That is correct. This 
issue of stock was made to implement the agreement 
Which had been arrived at between the Western group 
and the original Trans-Canada group to go forward 
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Q. At that time, do you know whether 
or not Trans-Canada as of July lst had any liabilities 
to the Canadian Delhi group? Had they been ad- 
vancing moneys on its behalf at all up to that time? 

MR. BERRY: Lam afraid Iam not’ in ‘a 
| position to answer that. I should explain I came 
to Trans-Canada in October, 1956, so I was not with 
the organization at that time. I do know that 
subsequent to July, 1954, additional shares of 
Trans-Canada were issued in return for preliminary 
organization expenses and other expenses relating 
to Trans-Canada which, I assumed, prior to that 
time had been borne by Canadian Delhi and Western 
group and the shares in respect of those expenses 
were issued subsequent to July, 1954. 

Q. I want to get a starting point 
where we can get started: as of July 31, as I 
understand it, there were more than 2,000 shares 
issued and outstanding; the par value of a dollar 


had been paid for each of them but you have no 


record to show what the liabilities of Trans-Canada 
were to anybody at that stage? 

MR. BERRY: T do not have that with me 
but I would be delighted to get that information 
| for- you, 

Q. If you will get that information. 
Now, you were going to add something there, Mr. 


i Nesbitt. 
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MR, NESBITT: I do not have the figures 
WLleud me, eux, bun Liwas about. tovsay, 2, belaeve, 
those preliminary engineering legal and accounting 
expenses of the Trans-Canada group had been carried 
by the Delhi group and the preliminary engineering 
and accounting and legal expenses of the Western 
group had been borne by the Western group. Those 
figures, I know, are available in the company's 
offices and the reason they probably were not issued 
at this time was that each group agreed to audit 
the other one's figures when we joined forces and 
the shares were subsequently issued to each at 
$8 a share for those expenses. 

Oe ies Lote, We understand, as 
of July 31, Trans-Canada had no shares Dupo Pavache 
Western company have any assets? it Had. vauskioee 
pipe line, had it not, in Ontario? 

ME OMESSL TT: Not until after that. 
Those assets consisted of its engineering studies 
Bnd pee erin a Cet Tapio tes: were..2 bigger figure. 

MR. COATES: I might add, the section 
of pipe line you understood it had built in Ontario 
was in August, September and the early part of 
October, 1944, 

Q. Now, still dealing with the picture 
starting out around the end of July, you told us 
about these additional shares being issued and Mr. 


Nesbitt says they were issued at a value of $8, 
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How many shares were issued to each eSroup ? 

MR. BERRY: Are we confining this to the 
year 1954, for the moment? 

Q. Yes, I do not want to go beyond the 
year 1954. 

MR. BERRY: As of December 1, 1954, there 
were a total number of shares outstanding, 670,592 
shares, all of which, with the exception of the 
initial 1,002 shares,were issued at a price of 
$8 per share and that difference would amount =e 
to 668,590 shares. There was issued to Canadian 
Delhi a total of 390,214. 

OQ. And how many of those were for cash 
and how many to reimburse them for expenditures? 

MR, BERRY: Of that tocal 215,066 shares 
were in reimbursement of expenses and the remainder 
would be in respect of cash advances. To che 
Western syndicate a total of 275,376 shares of 
which a total of 97,250 shares were in reimbursement 
of expenses and the remainder were for cash. 

Q. Now, were these shares -- when you 
mention the Canadian Delhi block of shares, was 
that issued directly to the company or were some 
of them issued to the company's nominees? 

MR, BERRY: If you will just bear with 
us for a moment, I think we might have the detail 
on that. 


THE CHAIRMAN: Gentlemen, I think we might 
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have a ten-minute recess at this point, 

MR. McNEILL: Mew, Chairman,«may.d. point 
out that Mr. Pattillo asked concerning capitalization 
of Trans-Canada and I gave him that in the original 


incorporating Act and there was an amending Act in 
May, 1954, which increased the capital to 10,000,000 
common shares with a par value of $1 and made pro- 
vision for 1,000,000 preferred shares par value of 
$50, Thatrleavstatute. 

Q. hati Ley stilbsthe- corporarer structures? 

MR. McNETLL: Theaters rhehes 

Q. So far as the shares are concerned? 

MRan MeN Lik se Yess 

THE CHATRMAN: Jetta bo: Sumethve pe ative 
capital structure of Trans-Canada is 10,000,000 
common shares par value $1 and 1,000,000 preferred 
shares par value of $50 each, 

MR, McNEILL: Tha rs Clie, Tha tage the 
authorized capitalization. 

THE CHAIRMAN: Yes. 

Gentlemen, I think we will now have a ten- 


minute break. 


-~--Short recess. 


THE CHAIRMAN: We will resume the hearing. 
Mrs. PattiLiio? 
MRS, PATTING: T will ask the reporter to 


read back the last question before the recess. 
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REPORTER (reads): "When you mention 
"the Canadian Delhi block of shares, was that 
"issue directly to the company or were some 
"of them issued to the company's nominees?" 
Q. Yes; 
MR. BERRY: I have the shareholders! 
Leg ger nere; Mey Patti los; waich indicates the 
shares which I mentioned amounting to 393,214 
were issued in the name of Canadian Delhi Oil 
Limited, Calgary, Alberta, and that, concurrently, 
a total of 158,919 shares were transferred into the 
name of the Montreal Trust Company these shares 
being in connection with an option from Canadian 
Delhi to members of the Vestern group in order to 
equalize their holdings at that time. 
Q. IT have just been mentioning the 
Western group up to now. Can you tell me who the 
members of the Western group were as of the end 
CL tdury,’ UO5hs 
MR, NESBITT: I shall have to do it 
from memory: Anglo osneas an Oil Company, Limited; 
Osler, Hammond & Nanton Limited; Nesbitt, Thomson 
& Company Limited; Wood, Gundy & Company Limited; 
International Utilities; Calgary and Edmonton 
Corporation Limited. To the best of my knowledge, 
I believe that is the group, sir. 
Q. That is the group that are listed 
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year where they are referred to as the Western 
group. Now, shares that were issued to the 
Jestern group, at that time, in whose name were 
they registered; were they registered in the name 
of any nominees or just in the names of the 
companies just mentioned by Mr. Nesbitt? 

MR. BERRY: Referring, again, to the 
shareholders! ledger of the company, which indi- 
cates that the shares, in addition to the 58,919, 
which I have previously mentioned, were registered 
in the name of Montreal Trust Company, Winnipeg, 
Manitoba. 

Q. So that all of the shares that the 
Western group might be entitled to or which they 
had under option were registered in the name of 
Montreal Trust? 

MR, BERRY: That “ls eorrect. 

Q. Immediately before this situation 
which we have been dealing with here, who was the 
principal officer of Trans-Canada Pipe Lines 
Limited? That-L8} before Mr. Tanner cametinvo 
the picture? 

MR, BERRY’: That would be Mr. C. W. 
Murchison, 


| Q. Mr. Murchison, the gentleman from 


Houston? 


MR. BERRY: Dallas. 


} 
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ANavs: STONEHOUSE 's co. Crp. 1930 
Western Company? 

MR. NESBITT: He was a senior officer of 
Osler, Hammond & Nanton; he is since deceased and 
I cannot think of his name at the moment, sir, -- 
Mr. Baxter. 

Qe Is that Mr, Lionel Baxter? 

MR. NESBITT: Veo, sie. 

Q. As a result of this merger, who 
became the principal officer of Trans-Canada Pipe 
Lines Limited? 

MR. NESBITT: Mr. Eldon Tanner, 

Oe And when did Mr. Tanner become the 
principal officer of Trans-Canada? 

MR. NESBITT: ~ Well --= (oause). 

MR, TANNER: May I answer that -- March 9, 
1954. 

Q. And prion to that time had you, Mr. 
Tanner, had anything to do with any one of these 
groups as an officer of Trans-Canada or the 
Western Company? 

MR. TANNER: Yes, when I was Minister of 
Mines in the Government when they were talking about 
permits and in hearings before the Conservation 
Board and so on I got very well acquainted with 


both of them. 


Q. But you were not an officer or director 


of either group? 


MR, TANNER: No, 
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Q. Would you explain to us, Mr, Tanner, 
how it came about you Boned the corporation at this 
time? 

MR. TANNER: In February, 1954, repre- 
sentatives of both companies came to My (ori Lees ar 
was then president of Merrill Petroleums, and 
approached me to -- asked me if I would accept the 
position as president of the amalgamated company, 
then Trans-Canada Pipe Lines Limited. After a few 
days of consideration we worked out an arrangement 
whereby I agreed to accept that position, 

Q. Just before I develop that further 
with you, Mr. Tanner, you have told us; Me. Nesbitt, 
about this price of $8 per share that came into 
bere rT O52. How was that price arrived at? 

ME, NESE LT WEWOPE, SL Ds thine of 
the ultimate public financing and we considered 
that our investment should be made at or close to 
the price at which we would subsequently offer shares 
to the general public. We felt that a share at 
around $10 would have a broader appeal to the public 
than one of a higher cost and, consequently, we 
selected a price in the area that we thought would 
make a suitable vehicle and be attractive for 
public tinancing, 

Q. Do I understand you to say, Mr. 
Nesbitt, that as early as the year 1954 when you were 


looking ahead to public financing you had in mind 
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that you would issue common shares at $10? 


MR, NESBITT: Ve hoped to get $10 for 
them, six. We felt that it would be in that area; 


that if the market was suitable we did hope to get 
$10, 

Q. And it ws from the premise you 
arrived at the price of $8 that was used for the 
cash advance being put up by the companies and the 
promoters at that stage? 

MR. NESBITT: thaw - ere ehites sia, 

Q. Now, Mr, Tanner, going back to 
this meeting they had with you in February of 1954, 
as a result of that meeting you, subsequently, 
entered into a written agreement with the company 
providing for your appointment as the chief executive 
officer of the company and providing for salary 
and other matters? 

MR, TANNER: Yes, 

Q. I have, in the bundle of papers 
delivered to me by the company at my request, a 
document headed "Contracts other than gas sales 
contracts" which, Mr. Chairman, I would ask to be 
marked as Exhibic CzL0-6, 

-~--EXHIBIT NO,. C-19-6: Contracts other than gas 
sales contracts. 

Q. This is eae copy of a document dated 


the 9th of March, 1954, and made between Trans-Canada 
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Pipe Lines on the one part, Nathan Eldon Tanner 
Gir tisscity of Calgary Of ene second part, Ganadian 
Delhi Petroleums Limited of the third part and 


Calgary and Edmonton Corporation Limited, 


Anglo Canadian O11 Company Limited, Osler, Hammond 
& Nanton Limited, International Utilities Corpora- 
tion, Wood, Gundy & Company Limited and Nesbitt, 


Thomson & Company Limited, known as the Western 


Seoupeer she MouPomt party 
Now, Mr, Tanner, on page 2 of this 


document, paragraph 2 and paragraph 1 provides 


for you to become the chief executive officer 


Loria period of five: vyears from the 9th day of 


March, 1954. 
MR, TANNER: Yes. 
Q. And then provides, in paragraph 4, 


for your salary of $35,000 per annum and provides 


Uv 


for sa retirement allowance in paragraph 5 upon 


the expiration of that period of five years 
unless you both agree that the contract should 
be extended? 

MR. TANNER: Yes. 

Q The time allowance was at the 


Se 


rate of $15,000 per year for a further five 


years? 
MR. TANNER: Yes. 


Q 


Ue 


Paragraph 6 provides for the 


guarantee by Delhi of one-half of the salary and 
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retirement allowance and the joint and several 
guarantee of the Western group of the other one- 
Hale. Was that guarantee put in there at your 
request, Mr. Tanner? 

MR. TANNER: ves. 

Q. And will you tell us why? 


MR. TANNER: The companies, at that time, 


had just experienced the going to the Conservation 


Board and the different approaches they had made 


and had not, at that time, bought any gas, they 
were not an operating company, as such, and the 
two companies were amalgamating under the name of 
Trans-Canada Pipe Lines and to be prepared to 
accept that position I felt I should have some 


guarantee by these responsible companies that if 


the company did not prove to be successful that I 
would have some remuneration for having left the 
position I then held, 


Q. In paragraph 7 of the agreement 


it provides that the company grants you an 
irrevocable option for a period of five years to 
purchase 60,000 ordinary shares of the capital 
stock of the company at a price of $8 per share. 
Would you tell us at whose -- was it at your re- 


quest you be given an option to acquire shares? 


MR, TANNER: Yes. 
Q. Was the quantum your idea or the 


idea of the people who had approached you and asked 
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you to take the position? 

MR. TANNER: I think I would have to 
take Une responsibility for that. 

Q. And the price was the then price 
that had been fixed, as Mr. Nesbitt explained? 

MR. TANNER: Ves: 

@.. Now, during the year 1954, did 
you exercise any part of that option for any of 
the shares? 

MB LANNE? No, Ledidonot, 

Q. I do not want to get out of 
my chronology but, nevertheless, because of the 
Mee COaves Sacuation., Li taink D will have to on 
these options. When did you first. exercise any 
right under that clause 7? 

MR, TANNER: February of 1957. 

Q. What date in February? 

MR. TANNER: February 4th, and that 
iS when I first ‘exercised’ the option for any or 


these shares. 
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Q. And was it for a part or all? 

MR. TANNER: For 15,000 shares. 

Q. For 15,000 shares? 

MR. TANNER: Nes. 

Q. Since that date, have you exercised 
your rights under this clause for any other addi- 
tional shares? 

MR. TANNER: NeGy ln OXerci sed. iny option 
for 40,000 additional shares in the same month. I 
think it was February 6th. 

Q. Theat gets us up to 55,000) shares? 

MR. TANNER: (NAVs ena lich etalsilealghuwan 

Q. Did you exercise your option for the 
Pinal 5< 

MR. TANNER: No, I have not. 

Q. They still remain outstanding? 

MR. TANNER: Yes. 

Q. Now, under Clause 9 of the agreement: 


N == that isuyoursel? == 


"The executive -- 
"-~ agrees that he will not during the 
"veriod of 30 months from the date hereof 
"offer or cause to be offered for sale 
"any shares of the capital stock of the 
"company acquired by him under the terms 
"of this option at any time when the com- 
"ynany is engaged either directly or 
"through an underwriter or underwriters 


"in sale and distribution of shares and/or 
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“securities to the public and for a 
"period of 30 days after such distri< 
“pution andisalebehsali havesbéen come 
"pleted or terminated," 
Now, did that clause relate to the Shares which you 
exercised under your option when; in facte you ard 
exercise the option? 
MR. TANNER: I think it related to all 
the option shares I acquired, 


Q. And do you still own all the option 


shares? 
MR. TANNER: No. Tie oencti, 
Q. How many of them do you have today? 
MR, TANNER: I have 30,800 shares in my 
own name. 


Q. 30,800. That would mean that you 
have disposed of 24,200 shares? 

MR. TANNER: Ves 

Q. When did you dispose of those, Mr, 
Tanner, and at what price? 

MR. TANNER: The 15,000 of those shares 
went to members of my family -- I cannot give you 
the date, but about the time I acquired them, at $10 
a share. 

Q. Which members of the family and in 
what quantities? 


MR. TANNER: Mes, W.S, Jensen had 2,000 


shares. 
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Q. Is that a daughter of yours? 

MAY TANNER?) Yes; and Mrs. H.S. Rose, 

Q. Is that another daughter? 

MR. TANNER: Those are daughters, and 
Mes; /Gtb. Spaciinan. Now, I can't say for sure that 
they were issued in their: names. iathink, ones or 
two were jointly, with their husbands. 

Q. That is 1,000 each went to the three 
daughters? 

MR. TANNER: Yes, and another to Mrs. L. 
Williams. “dv haves five daughters, 

Q. Right. You have five daughters and 
we now have four. Who is the fifth? 

MR. TANNER: And 10,000 shares -- pardon 
me -- 1,000 shares to my secretary, Miss Livingstone, 
and 10,000 shares to C.R. Walker and his family. 

I cannot tell you how they are divided, at the moment. 

Q. And Mr. Walker is a son-in-law of 
yours? 

MR. TANNER: Yes. 

Q. That is théeai5,0007 

MR. TANNER: Yes, 9,000 was sold on the 
open market and 2,000 to the National Trust for 
other members of my family. 

Q. Now, the 2,000 shares that went to 
the, National Trust: --- 

MR. TANNER: 200; pardon me. Dido dt say 


2,000 >I'm sorry. 
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Q. 200 went to National Trust. At what 
price did you transfer them? 

MR. TANNER: At the price they were that 
day. I don't know. I just transferred them to the 
National Trust for them as a gift to them. 

Q. Can you give us the date you did that? 

MR. TANNER: I can't, at the moment, give 
the exact day. I can get that, if you wish it, but 
it was just a few months ago. 

Q. If you would get that, please. 

Now, the 9,000 you sold in the open market, 
rather than getting the various prices, because I 
assume they were sold at various times, can you give 
us the aggregate price that you received for them? 

MR. TANNER: No, liom serry, £-can't, | 
will get that for you. 

Q. Thank you. Now, that deals with the 
24,200 shares. Now, there are a couple of other 
questions 1 would) like to ask you about this -——— 

MR. TANNER: Pardon mes “Ll think, iar my 
answering this question regarding those shares I 
disposed of, I said that I received $10 a share for 
those that went to the first five people mentioned 
and $8 per share that went to C.R. Walker and his 
family. 

Q. Right; 

Now, I want to call your attention to 
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"The executive Will give and grant 

"unto a representative or representa- 
"tives to be designated by Delhi a 

"proxy with respect to the full one- 

"half of any shares which he may 

"acquire under the option granted under 
"Clause 7 hereof during the period of 

"30 months from the date of this agree- 
"ment and the executive will give and 
"eprant a proxy for the remainder of the 
"shares so acquired within the said 
"neriod to a representative or represen- 
"tatives to be designated by the Western 
"Group or by a majority of the members 
"thereof. Each proxy so granted shall be 
"Irrevocable until the expiration of 

"290 months from the date of this agreement 
"or until the expiration of a period of 
"20 days from the date upon which the com- 
“pany shall have completed, either directly 
"or through an underwriter or underwriters, 
"the sale and distribution of shares and/ 
"or securities for the purpose of pro- 
"viding the funds required to finance the 
"construction, acquisition and operation 
"of its pipelines, properties, equipment 
"and facilities, whichever shall first 


"occur. ” 
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Now, was there any necessity to operate 
under that clause and were the proxies given? 

MR. TANNER: The proxies were not given 
and there was no necessity to operate under that 
clause, because there had been an entire change 
of the company set-up. 

At the time this clause was written, if 
you would like me to explain it, the two companies, 
as mentioned by Mr. Nesbitt, had arranged ‘so that 
each held exactly 50 per cent of the stock in the 
company, and this clause provided that if I did 
exercise my option for any of those shares they 
would receive the voting proxy each for half of the 
shares I exercised, but, at the time of the exer- 
cising of the option, the company set-up had 
changed entirely and this was not necessamy. 

Q. Right. Now, from the time you re- 
ceived the option in March of 1954 up to the time 
that you exercised, first, in February of 195 (adi 
you remain at all times the sole owner of the option 
or did you at any time assign it or pledge it? 

MR. TANNER: I remained the sole owner 
of all the shares, This matter of the 10,000 shares 
was an arrangement between Mr, Walker and myself, 
actually, at the time the option was granted me, 
and the company was aware of that. 

Q. Now, my other question: did you 


pledge your right to take up the option at any time 
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between the dates that I have mentioned? 

What I have in mind, Mr. Tanner, is when 
arrangements were made with the Dominion Government. 

MR. TANNER: Oh. Yes, at the time the 
arrangement was made with the Dominion Government 
where they agreed to lend us money for the construc- 
tion of the western section, it was necessary for 
all the shares that were then outstanding and all 
the opvions to be pledged as security against that 
loan. 

Q. And your option and the shares under 
it were pledged? 

MR. TANNER: Yes. 

Q. And that was released --- 

MR, TANNER: After the financing. 

THE CHAIRMAN: After the what? 

MR. TANNER: At the time of the financing. 

THE CHAIRMAN: Well, when the debt was 
repaid? 

MR. TANNER: That's right. 

MR. PATTILLO : Q. And that was sometime 
early in 1957? 

MR. TANNER: Yes, that was early in 1957. 
I don't know the exact date. 

Q. Well, T think =-- 

MR. TANNER: I am told here it was the 


e(on of February. 


Q. In addition to these shares with which 
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I have been dealing that you acquired under option, 
did you acquire any other shares; did you oP “any 
member of your family acquire any other shares of 
Trans-Canada at a price less than the then market 
price or less than this price of $8? 

MR. TANNER: Yess At the? time of emphoy- 
ment with the Trans-Canada Pipe Line, there was 
another condition of employment which provided that 
the Delhi group would sell me 5,000 ordinary shares 
of Trans-Canada Pipe Lines at $1.00 per share, and 
the Western Group, made up of those companies we 
have listed before, did the same thing. 

I transferred, to my wife, Mrs. Tanner, 
September 23, 1955, those two options and she exer- 


cised the option for 2,500 shares of the Delhi 


group and 2,500 shares of the Western Group on 
December lst, 1955 and, in January of 1956, she 
exercised 2,500 shares of each, making the full 


10,000 shares. 


One share, just to keep the records 
straight, was transferred to me, at which time I 


used that as my qualifying share and returned the 


share I had held from the company as my qualifying 


share. 


Q. And just so that we have it clear 
in the record, in case there are some other docu- 
ments, what are the Christian names of your wife? 


MR. TANNER: Sarah Isabelle. 
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Q. Canyousce Ll us. if you. know oF 


your own knowledge, whether Mrs. Tanner still owns 
those shares or whether she had disposed of any? 

MR. TANNER: She still owns 9,999 shares, 

Q. Apart from that transaction of which 
you have told us, were there any other shares ac- 
quired by you or by any member of your family, of 
Trans-Canada, for a price other than the $8 or at 

'the market, to your knowledge? 

MR. TANNER: No others that I know of. 

Q. Now, Mr. Coates, when did you join 
the Pipe Line? 

MR. COATES: hueust se, 105. 

Q. And, prior to your joining the com- 
pany, where were you residing? 

MR. COATES: L resided in Houston, Texas 
and was senior vice-president of the Tennessee Gas 
Transmission Company. 

Q. How long had you been senior vice- 
president of the Tennessee Gas Transmission Company? 

MR. COATES: Well, I had been senior 
vice-president two years. I had been employed by 
the company for eleven years. 

Q. When you came with the company, you 
came to take the position of general manager and 
vice-president? 

MR. COATES: It was executive vice- 


president and general manager. 
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Q. Were the terms of your employment 
committed to writing and an agreement executed 
between you and the company? 

ME COMMS: Voss sir, 26 was', 

Q. Rad have. in Exh bi tiiC=1956,-.a 
memorandum of agreement, made the 2nd day of August, 
1954, between Trans-Canada, of the first parts 
Charles S. Coates; of the second part, and then 
Canadian Delhi and all of the companies which we 
have listed, and the Western Group, of the third 
and Tourth parts. 

MR. COATES : ¥OS,. sow: 

Q. Is that the agreement that was the 
agreement of employment that was entered into be- 
tween you and the company? 

MR. COATES: Yess, .Si9, “Ghat Leacorpect. 

Q. And Clause 1 of the agreement, at the 
bottom of page 2, provides that the term of employ- 
Went.i8 for a pervo0 of 5 years: 

ME “COATES: What is correct; fi 

Q. And Clause 4 provides that you will 
receive an annual salary of $45,000 per annum for 
the first three years and then the salary was to 
become $50,000 for the remaining two years of the 
contract, 

Esthet eorrecry 

MR, COATES: Yes; sir, that is correct. 


Qs And, as in the case of Mr, Tanner, 
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the Western Group and Delhi both were PEQUuLred. To 
guarantee the payment of these sums? 

Mi. COATES: MG Bia ie ants 

Q. Was that at your request? 

MR. COATES: NGS epee Oe ale 

Op Now Clause 6 provides as follows: 

"Subject as hereinafter provided, the 
"company hereby gives and grants unto the 
"executive an option, irrevocable unless 
"otherwise terminated under the provisions 
"of this agreement, within a period of 5 
"years from the lst day of August, 1954 
"to purchase 50,000 ordinary shares of the 

"capital stock'of the company of the par 

"value of $1.00 per share at a price which 

"shall be the lesser of the following, 

"namely, (a) the fair value (ascertained 

"as hereinafter provided) of the said 

"shares at the time of the exercise of 

“such option; or (b) the sum of $8 per 

Peiieines,.” 
Now, did you, in the year 1954, exercise that option 
in part or in whole? 

MR. COATES: NO weir. 

Q. When did you first exercise it? 

MR. COATES: On February 11, 1954 -- I 
mean 195/; 1 bes your pardon. 


Q. To what extent, on that date, did you 
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exeucrae Lt? 

MR. COATES: TO! Ver SAcl re. OO-blon. cL 
50,000 shares. 

Q. And what price did you pay? 

MR. COATES: $8, 

Q. Now, what has happened to those shares 
that you acquired, the 50,000? Doi Yours cia owe 
them, in part or in whole? 

MR. COATES: I own 40,000 now. 

Q. What have you done with the other ten? 

MR. COATES: I sold them on the open 
market. 

Q. When? 

MR. COATES: In the latter part of Septem- 
Dereano L1rst Bert ocusOcTober of "1957, 

Q. And would you give us the aggregate 
sum that you received for the sale of them? 

MR. COATES: It was about $280,000 for 
the 10,000 shares. 

Q. Now, did you come seeking the company 
for this position or did the company come seeking 
you for the position? 

MR. COATES: The company came seeking me. 

Q. Prior to your joining the company, 
had you been in any way associated with the Canadian 
Delhi or with the Western Group or any member of it? 

MR. COATES: Noy seit, 


Q. Now, this salary, was that your 
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suggestion, $45,000, increasing to $50,000 and 
guaranteed? Was that your idea or was it the com- 
pany's idea? 

Mh. COATES: AS to the amount, sir? 

Q. Vee. 

Mi COATES: It was a salary that was 
very nearly the salary that I was receiving where 
I was employed at the time they sought me. 

Q. What were you receiving in the posi- 
tion with Tennessee? 

MR. COATES: I was paid $37,500 a year and 
had other benefits from the company in connection 
With retirement and a2 thrift annuity thet. the company 
made conuributions to, so.\that my annual “take” , . 
so to speak, from the company was about $47,500 a 
year: 

Q. Now, dealing with the matter of the 
option, whose idea was that? 

MR. COATES : When I was contacted by this 
group, it was suggested that a 50,000 option would 
be available. 

Q. 50,000 shares? 

MR. COATES: Yes. 

Q. By the person who contacted you? 

MR. COATES: VES mie ire 

Q. Who was that? 

MR. COATES: Mr. Frank Schultz, who was 


at that time vice-president and director of Trans- 
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Canada Pipe Lines and, I believe, also vice-president 
ang director of Canadian Delhi. 

Q. Is he a Dallas gentleman? 

MR. COATES: Yess esi: 

Q. What about this price that was fixed 
here? Was there any discussion with you about that 
$3? 

MR. COATES: I was told that the 50,000 
share option would be available and that other shares 
of the company that were being distributed would be 
at that price and that would be the price at which 
they would be available to me. 

Q. Under the contract of employment that 
you had at that time with Tennessee Gas, did you have 
any option privileges: 

MR. COATES: Vesper, weaLa., 

Q. What did they amount to? 

MR. COATES : They amounted to about 20,000 
shares. 

Q. Were you able to exercise that option 
when you came with Trans-Canada? 

MR. COATES: I was able to exercise a part 
of it. A part of it was not exercisable until after 
the passage of a period of time from the date of 
granting, and I left before that time had arrived. 

Q. And, as a result, how many shares 
were you able to exercise the option on and how many 


did you have to pass up? 
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MR. COATES: I got about 10,000 shares 
and had to pass up the remainder of them, 

Q. Andwhaveryou eid 11 cot. thoges10;000 
Shares that you received under that option? 

MR. COATES : iyo 7: ay pce ee ame Biers Fess 

Q. And what was the benefit that you 
Pecei Ved. 1m. the acquisition, of) them, .as- below the 
market price at that time? 

MR. COATES: Well, Tennessee Gas, as do 
a number of other companies in the United States, have 
what is known as a restricted stock option plan for 
officers and key. personnel. 

Under the Income, Tax Act in the United States, 
those shares cannot be granted to an optionee for less 
than the then 85 per cent of the fair market value 
OMe the date ofthe pranting of the. option; and in 
Tennessee's case their option plan provides that 
the price Shab) be, 95 -per cent.of the fair market 
value at the date the option is granted. 

Q. That is fair market value as deter- 
mined by the price and the exchange as on that day? 

MR. COATESs. Thats) Correch. 61. 

Q. Now, from the time that you acquired 
Ghls optionwin Augustwor 1954 up to the time you 
exercised it in February of 1957, had you assigned 
or pledged any part of it? 

MR. COATES: Only as Mr..Tanner did; -1n 


connection with the arrangements we had with the 
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Dominion of Canada, 

Q. And that was released? 

MR. COATES: That was released when our 
indebtedness to the Government was paid off, in the 
lattcer part of February, 1957. 

Q. Now, you are presently the president 
of the company and chief executive officer? 

MR. COATES 3 Yess. Sit. 

Q. When did you take over that position? 

MR. COATES: On June’ 12, 1957, 

Q. And it was on that date that Mr. 
Tanner moved to be chairman of the Board? 

Mie (COATS: That. Gs correct... sim. 

Q. Has any member of your family, to 
your knowledge, directly or indirectly received any 
shares of Trans-Canada for any price other than the 
market price? 

MR. COATES: IN@is) Gils 

Q. Now, just a general question, but I 
am still. déaling ‘with the period of 1954: in addi- 
tion to these two options, how many shares, in 
the aggregate, were the subject matter of options? 

MR. COATES: Just a moment, sir. 

What years did you say, sir? 

Q. Up to December 31, 1954. 

MR COAPES: Well,sup until Décenber Bx, 
1954 there was one other option of 5,000 shares 


that had been granted to Mr. R.J. Wallace. 
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Q. Who was Mr.Wallace? 

MR, COATES: Mr. Wallace was an employee 
of Trans-Canada who was charged with the responsi- 
bility of purchasing our gas supply from the pro- 
JuCers. 

Q. And wag that option exercised in due 
course? 

MR. COATES: Yes, sir, iv wae. 

Q. Is Mr, Wallace still an employee of 
the company? 

MR. COATES: No. Sir, nese nov. 

Q. When was the option exercised by him? 

MR. COATES: The loth or Apeib, 295] 

Q. At $8? 

Maw COATES Yes, Sin. 

Q. Do you know whether or not he still 
owns those shares or any part of them? 

MR. COATES : I see here that Mr. Wallace 
assigned this option to a Me. PsP. Leroux, or Dalias, 
Texas, who, in turn, exercised the option. 

Q. When was that assignment? 

MR. COATES: The 2nd of Aprit. 1951. 

Q. And Mr, Laroux exercised it, and do 
you know whether Mr. Laroux disposed of the shares 
or whether he still owns them? 

MR, COATES: No, sir; I don'y. know. 

MR. McNEILL: Mr. Chairman, I am just 


going on memory now. I believe he did dispose of 
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them and we are prepared to give you whatever 


information we have on tial b. Le nevye NoOuUwOL Bhat 
information now. 

MR. COATES: I may add that Mr. Laroux 
is now deceased. 

MR. PATTILLO: You mean the shock of 
what he got --- 

MR. COATES: LU COU Gd Oe. 

MR. PATTILLO: Q. Now, that was the situ- 
ation as at the end of “1954, so far as the finances 
Oh the: company were concerned. 

Now, perhaps I had better cover this: 
during the year 1954, shortly after you came to the 
company, Mr. Coates, a line was built in the Province 
Of, Ontario? 

MR. COATES: Ves, <oLrK 

Q. In whose name was that line built? 

MR. COATES: oe Wes. Dut in coe name OF 
Western Pipelines. 

Q. Is Western Pipelines a wholly-owned 
subsidiary of Trans-Canada? 

MR. COATES: Yes, Sirs 

Q. What was the length of the line? 

MR. COATES: It is 76 miles of 20-inch line. 

Q. What are the termini? 

MR. COATES: TE eharts Cromvone. 1nver= 
national boundary at the Niagara River, where Lt 


connects with a line of the Tennessee Gas Trans- 
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1954 


mission Company and extends to Sheridan, Ontario, 
Wouch LS Of (the Ouvskifts- of Toronto, The Dine 
was built to start deliveries of gas to the Con- 


sumers' Gas Company that they had arranged for with 


Tennessee Gas Transmission Company. 


nye 
HY 
, 


ri 


° 
nly 


a 2h 
oe 
sre 
0 ty 
ns | 
a 


ANGUS, STONEHOUSE & CO. LTD. 1955 
TORONTO, ONTARIO 


Q. And how was that line financed? 


MR. COATES: A bank loan. 

Q. To Western? 

Nira COATES: Ves 

Q, Did Western operate that line after 
DUT Loan G2 

MR... COATES: NOs Sih, bb Was, Leasec co 
the Niagara Gas Transmission Company which is a 
wholly-owned subsidiary of the Consumers! Gas Com- 
pany. They leased it and are operating it. 

Q. So that the revenue was a rental 
revenue that was coming into Western from this 
Niagara Transmission Company? 

MR. COATES : Yes, Sir. it has now been 
avery profitable transaction: the rental arrange- 
ment was merely to get interest and appreciation 
on the property. 

Q. How long does the lease last? 

ME COAT Eo: it. lasts until November 1st, 
1959, or until such time as western Canadian gas is 
available to the Consumers! Gas Company, whichever 
tS thie. @ariver date. 

Q. It will be about the same date, accor- 
ding to your estimate? 

MR... COATHS: J Oh, nes size 

Q. Oh, you expect to be there in November, 
1958; I am sorry. 


ME. COATES s Nes. 
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Q. So, you anticipate being. there a year 
ahead? 

MR. COATES: And at that time the lease 
would terminate. 

Q. From December 31st, 1954 to December 
31st, 1956 how many shares of the common stock of 
the company were issued? 

MR. COATES: T will get Mr. Berry back to 
answer that. 

Q. Very well, thank you. 

MR. BERRY: I understand the question 
relates to the period between December 31st, 1954 
and December 31st, 1956? 

Q. Ves. 

MR. BERRY: During that time a total of 
1,257,592 shares wWers issued, bringing the outstan- 
dings at the end of 1956 to 1,928,184 shares. 

Q. Of the one-million-two odd that were 
issued, were any of them issued for other than cash? 

MR. BERRY: No, ‘ies 

Q. What price was received for all of 
them? 

| MR. BERRY: $8 per share. 

Q. Were any of these shares issued to 
the public, or were they still confined to the two 
groups that were set up in July, 1954? 

MR. BERRY: None were issued to the public, 


but included in this total are numbers of shares 


\ 2 aoe hy sina conc | ee sais 


Pare "i Hi 
t Vy 


. y { } : , , é \ i } 
see sues « Pre ee 


1 gfood ca orci its as -oohsels ws 


\e Ly) 
\* y 
a we t 


tb ane 


OF. Nose baa ea| ibe aan BS bw i) 


x 


| 
lt f 


eT i ie Pea te olet te a ve a 
ie SLE ape: oi cats £. ee at Tal ce ae 


eee al ae py an we ia uy rates i 
PGR) ama’ raduiwios ot eps ruck boned ‘Sag’ bs Bed tt on 


: [ 
| | 
; a } ‘i Ms ; 24 
i | | apo dade dca oe bie 7. 
i J : fh { 


i ae Loy) | dy ii aula 
hs a “a Re eee 


AMO HOROD pli sun bia Baten 0 ; TE 7M 


‘ t 


LOBED KG: fin iiinna hela’ oN eet) Chto spenbsctib, bee} ves, 4 


sone BOE. BOB yf. ti? ag. hey Bi dork te. anit 


2 I TRAC Dio Oe eid il ens ark ae DO 0 


y : tinge y ‘i Cr ied, nf e he wa) ip > 1 f ¥ | : } - ri | | ; | } a Nh 
Loe ED: eC Sonn hen Hy? By shy Lich " "gr tae ‘,DORURE (Fm 


SPE ee" erm SM AN te 
80). 008 GO fiery Siaeet! esis Nie Bene Pettit IS GEN TE Se Tra 
i ae Teg 4 ti, 
EP gtened: 
ma 7 Florks 
: Ms i en ank 
{suerte taqt.8 8° at " art Ont 
M { ' 
‘On hae ‘od Byteman i at Git. spite ih Naas “oN a Tae 
i i Be i Apel Multa pee, SHE “te lice aban! iy ing? | ss 1a 
iD a ; r uy : He rae n y st 
he hi j ; y f a ry, 1h 
ee ectt. OOD) Bs Orr ‘£2 iste: A acm ‘onan ‘to edt 


: EG AOg. at Lat ‘ate gt #80 Svereay i 


sate it ont, ore lan “igri ‘SO 


ws 


1957 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


issued to additional corporate shareholders other 
than those previously mentioned. 

Q. Who were they, and in what quantities 
adlG. they receive, shares? 

MR. BERRY: Some of them were issued to 
Canadian Delhi and the Western Group; in addition to 
that a total of 327,791 shares were issued to Ten- 
nessee Gas Transmission Company partly in 1955 and 
partly in 1956. A total of 327,791 shares were 
issued to Canadian Gulf Oil Company in February, 
1956. There is one other transaction, but I would 
ikea TO, consulr Mr. MeNed ik. 

And a total of 268,507 shares were issued 
to Hudson Bay Oil and Gas Company, that number 
bringing theirshoddings toa total on 327,792 
shares at that date. They had held the former 
amount as part of the Western Group. 

Q. How did they get into it? 

MR, NESBITT: They were not one of the 
original parties to that group, sir, but the group 
was called on to put up funds at regular intervals, 
and subsequently the Hudson Bay were invited into 
the Western Group for a 10 per cent interest, and 
from that point on they put up their funds on 
call with the other members of the Western Group. At 
the tine Mr. Berry is talking about the Tennessee 
Gas Transmission, the Gulf Oi1 Company and the 


Hudson Bay Oil and Gas Company jointly lent their 
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credit to take a commitment of some $40 million 
for steel to keep Trans-Canada's position and 
schedule with the steel mills, and they simultan- 
eouslywacquired: a 17 per cent interest each in the 
company. This additional purchase by the Hudson 
Bay Oil and Gas Company brought their interest 

to 1/7 per cent, and the purchases by the Tennessee 
and Gulf O11 -- I am sorry; Canadian Gulf -- 
prousheptheir! interestevo 17. perscent. 

Q. Well, I follow the share acquisition 
Ot GuAIry and Tenwesses put, according to what Mr. 
Berry just told us, there were only 200-and-some- 
thousand sold to Hudson Bay, and yet, at the end of 
1956, they had 327,790-some. 

MRO BERRY + I intended to say that they 
had previously held the difference between 327,791 
and --- 

Q. When did they acquire that? 

MR. BERRY : They had been acquired during 
the year 1955 and possibly prior as part of the 
Western Group. 

Q. From the company, or from members 
immcne proup? 

MR, BERRY: I would prefer to have Mr. 
Nesbitt answer that. 

Mr. McNeill is checking. While we are 
waiting for that, I would like to make it clear 


that when I have said in this summary, of the 
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issue of our shares that they were issued for 
cash, in almost every’ instance they were issued 
on the strength of cash advances that had already 
been made to the company, but it, in effect, means 
gney woke Lesued for ucasin. 

The shareholders! ledger indicates that 


on February 9th, 1956, 59,282 shares were trans- 


Ferre OuUvsoOr the bane orf. the Montreal Trust Company, 


which you will recall was the name in which the 
Western Group shares were issued. That date of 
February 9th, 1956 is the date on which the entire 
distribution of the Western Group shares was made 
tO, the,.various members of the group by- the Montreal 
Trust Company, and at that time Hudson Bay took 
into their name 59,282 shares. Subsequent to that 
they acquired, in wevurn for cash advances, 
200 Le 

Q. Mec. menatwiLs. io. — Mr wiNeS bi toe were 
all of these shares that were issued up to December 
31st, 1956 held by the original people -- continue 
to be held by the original people who had come in 
in July, 1954 from the two groups, or by the new- 
comers that had been invited in, whom we have just 
heard? 

MR. NESBITT: In the original Western 
Group there was a company called Anglo-Canadian 


Oil Company. 
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acquired by another company called Canadian Oil 
Companies, and the company that had acquired 
Anglo did not want to retain their interest in 
Trans-Canada Pipe Lines. Anglo-Canadian's interest 
was taken up proportionately by the remaining 
members of the so-called Western Group. 

Q. At what price? 

Mi (NESBETT: 48a ushare:. 

Q. Prior to December 31st, 1956 was 
there any market price for these shares? 

MR. NESBITT: I never heard of any market, 


Sir. There were times when it looked very doubt- 


Q. Do you know of any of these shares 
being traded in amongst the holders for any price 
other than $8? 

MR. NESBITT: Not for other than $8. 

Q. No. 

MR. NESBITT: There were transactions 
acbonatupplee, vhough: for instanee; Celer.=tamnond 
& Nanton sold:some of their interests to other 


members of the Western Group at $8 during this 


MAG OPATT TLE: Mr. Chairman, I think 
you probably have a couple of questions, and, 
as far as I am concerned, this is a logical place 


for me to stop. 


MR. NESBDP? ss. Andthat company was 
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THE CHAIRMAN: That is fine, thank you, 
Mee meat te LiLo, | 

There are one or two questions I would 
lile to ask Mr. Tanner and Mr. Nesbitt. I got 
the impression when you were answering the first 
Questions of Mr. Pattillo that you were being very 
modest, Mr. Tanner, in taking a few days to make 
up your mind whether you were going to leave 
MerriiiePetvroteuma: Lk want to’ asic you: a “direct 
question: 2sn't it a facet that there was 4 great 
deal or pressure put on you to accept this posi- 
tion from prominent people in this country? 

MR. TANNER: That is correct. 

THE CHAIRMAN: And didn't you have a very 
hard time making up your mind what to do? 

MR. TANNER: Ce Ge riaty Ola pik. 
didn't intend to say that to this Commission, 

THE CHAIRMAN: Well, I am helping you say 
it, because I think you were being too modest. 

Secondly, when you were with Merrill 
Petroleums did you have any options on any stock 
of Merrill Petroleums? 

MR. TANNER: Yes, Iohad some options. 
I have a note of the exact number: I had an option 
to purchase 62,500 shares. 

THE CHAIRMAN: At what price? 

MR. TANNER: $3; that is the price the 


stock was issued at following the option. I took 
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the option before any stock was sold, and the 
stock was sold after that at $3. 

THE CHAIRMAN: Did you lose that option? 

MR. TANNER: No. 

THE CHAIRMAN: By moving? 

MR. ‘TANNER: No. 

THE CHAIRMAN: What about pension benefit? 

MR, TANNER: No, I had no pension benerit, 
I had only been president of Merrill Petroleums for 
approximately two years. 

THE CHAIRMAN: I will ask you and Mr. 
Nesbitt together: was there any thought in the 
minds or -bhemdirectors of Trans-Canada at. the time 
these options were granted, which was in accordance 
with the dates of these agreements in 1954, or 
had there been any discussion among the directors 
that financial assistance from the Dominion Govern- 
ment might at some time be necessary? 

MR. NESBITT: I don't remember any 
official discussions along those lines, sir. We 
felt that with the combined market on Emerson and 
the Eastern Canada, that we had a financeable 
project. We were unable to conclude our market at 
Emerson and, consequently, the market we had 
available to us under contract in Canada did not 
support the financing required for a line from 
the Alberta/Saskatchewan border to Montreal; that 


is how the Crown Corporation came into existence, 
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but our studies showed an economic project with 
the Emerson sale, and we fully hoped and expected 


to be able to finance it if we could have concluded 
our contract for sale of Emerson and with the Eas- 
tern distribution systems. 

THE CHAIRMAN: But surely the Crown Cor- 
poration idea came into being quite a long time 
ai pem vis, Lon! GLb? 

MR. NESBITT: Oh, very much so, sir. 

THE CHAIRMAN: So, getting back to my 
question, and at the time of the granting by Trans- 
Canada -- at which time you were a director of 
Trans-Canada? 

Mn. TANNER: That is correct, 

THE CHAT RMAN: ~ * « OL Onese OpvLons 
tO these executives, or the possibility or proba- 
bility -- either one -- of having to go to the 
Pederal Government for help in financing, was it 
being considered or discussed? 

MR “SVANNER? No, Sir, 

THE CHAIRMAN: Thank you very much, 

MR. COMMISSIONER CUSHING: Mr. Nesbitt, 


you have been, I gather, for many years in finan- 


cial transactions of this kind in what might be 
termed big business: is it a common practice to enter 
into agreements for senior executives in new com- 
panies like this? 


MR. NESBITT: Yes, Sir; I would say 
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particularly in new companies, but it is also 
done in the case of ones that are already in exis- 
tence. The competition for management is keen, 
and I would like to say I was on the Board of Trans- 
Canada and we felt we desperately needed these two 
men, and I think that is evidenced by the fact that 
the two groups were prepared to enter into an agree- 
ment to guarantee their salaries for this period 
of time; and with the difficulties that appeared 
to lie ahead and the work these men were going to 
have to do, and the positions they presently held, 
we had to make some kind of offer that would induce 
them to come. I might say, in spite of that offer 
we had to put all the pressure we could find and 
Deinen.t, tovbearilug get bothvor them to come, Tr 
you would like examples of other companies that 
have granted options, I believe the major oil com- 
panies in this country have. I know that some of 
our utilities have, to mention types of industry 
that have. HOWweVer, particular by in the case of 
a new venture, where the chances of success are 
in doubt, then it is, I would say, almost essen- 
tial to grant an option to attract the type of 
management which you want. 

MR. COMMISSIONER CUSHING: Thank you. 

THE CHAIRMAN: Another good example is 
the fact that Mr. Tanner-just told us he had “one 


with his former employers; and the ones which you 
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Speak of are the ones in your personal knowledge, 
are they, Mr. Nesbitt? 

Mis OBE nates elit wed i 

THE CHAIRMAN: Well, gentlemen, we will 
adjourn the hearings of the Commission until 9.45 
tomorrow morning. 


---Whereupon the hearings adjourned at 4.40 P.M. 
until 9.45 A.M., Thursday, February 20, 1958. 
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Thursday, 
February 20, 1958 


-~-On resuming at 9.45 a.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. 

Mr. Pattillo, before you proceed, there 
is a slight correction in yesterday's record of 
the transcript which I would like to mention. 

It occurs at the bottom of page 1850. The words 
"they voted" should be deleted and the words "out 
of" should be substituted so that the mragraph, 
which is a statement I made, would read: 

"The Chairman: That is right, 

Naisn Meee? I mean, 125,000 shares in 

"the western province, 360,000 shares, 

"of the convertible debentures, out 

"of a total shares issued of almost 

"5,000,000 for cash, 4,825,890." 
Thank you. 

Mr. Pattillo? 

MR VUPALTILLO: Q. Mr, Berry, we were 
dealing last night at adjournment with the é6pticn 
situation down to December 31, 1956, and I had 
dealt with the three options that had been granted 
prior to the expiration in 1954. To how many per- 
sons were options to acquire shares granted between 


December 31, 1954, and December 31, 1955? 
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MR, BERRY: There were no options granted 


during that period. 

a. ‘Between December 31, 1955, and 
December 31, 1956? 

ME BERRY : During that period an option 
was granted on 12,500 shares at $8 per share to Mr. 
T. H. Atkinson. 

Q. Who is Mr, Atkinson? 

Mik) BERRY s Mr. Atkinson is a director of 
Trans-Canada having assumed his directorship at that 
time and he is also chairman of the finance committee 
of our Board, 

Q. What were the terms of the option 
granted to Mr, Atkinson? 

MR. BERRY: This was at a price of $8 per 
share. I think, if we can refer to his option 
agreement, which is in the binder marked "Contracts 
other than Gas Sales Contracts". 

Q; Dated. the 12th of July, 1956? 

MR. BERRY: Tha cvis= correct. 

ay 12,500 shares »,at $8 and he could 
exercise the option --- 

MR. BERRY: Within a period of two years 
from the date of the agreement. 

Q. Did Mr, Atkinson, in fact, exercise 
the option? 

MR. BERRY: He did. 
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ME. BERRY: He exercised it to the 
extent of 2,500 ae on March 27,1957, and to 
the extent of 10,000 shares on June ol, 1957. 

Q. And has Mr, Atkinson continued 
to hold these shares he accuired under the option? 

MR, BERRY: Yes, Mr, Atkinson has 
advised me that he has disposed of a first block 
Of 2,000 Shares at a price of 203, an average 
price of 204, and 6,500 at an average price of 
40-3/4, and he pesently holds the remaining 
4,000 shares. 

Q. What was the reason for granting 
this option to Mr, Atkinson? 

MR. BERRY: I would think it proper for 
Mr. Nesbitt to answer that question. 

MR. NESBITT: The Board of Trans- 
Canada Pipe Lines wished to have a completely 
arm's length transaction between the company and 
the underwriters. As I was on the Board of 
Trans-Canada and one of the underwriters, the 
Board desired to have an independent person to 
appraise the financial scheme which was prepared 
and set up by Mr. Kernan and to negotiate with 
the underwriters. Mr, T, H. Atkinson had been 
the general manager of the Royal Bank of Canada 
and had recently retired and, consequently, was 
eminently suited for this position and he was 


engaged by the company without salary but was 
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invited to take this, option for his services, 

Q. Now, in addition to Mr, Atkinson, 
did you grant any options to anybody else in 1956? 

MR, BERRY: There was another transac- 
tion in 1956 which is a subscription running 
option, May I refer you to the prospectus 
which is under Tab B in the submission binder, 
page 7, and on that page there is a note, No. 6, 
which states that on May 28, 1956, Francis 
Kernan subscribed for the purchase of 40,000 
common shares of the company at a price of $8 
per share, 

Q. Was the difference between the 
transactions of Mr. Kernan and the other options, 
of which we have been talking, that Mr. Kernan 
was bound to buy and pay for these shares? 

MR, BERRY: He was bound to buy them on 
the conditions further stated in this note. The 
subscriptions provided common shares covered thereby 
would be issued against payment contemporaneously 
with the initial financing of the company's pipe 
line system. In other words, it was contingent 
on the financing. 

Qe If the financing occurred, he 
was bound to pay for them and, if it did not occur, 
he was not obligated? 

MR, BERRY: That is my understanding 
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Q. Who was Mr. Kernan? 

MR. BERRY: I would think it appropriate 
for Mr, Paul Clarke to answer that question, 

MR, CLARKE: Mr, Pattillo, Mr. Kernan 
at that time was a limited partner of White, Weld 
& Company. He had ceased to be a general Darin 
some time previously and was, more or less, in 
business with them although quite closely identi- 
fied with White, Weld emotionally. He had been, 
I consider, if you can talk about one man being 
a pipe line man in Wall Street, he was it. 

Q. Was it in May, 1956, that he first 
became associated with the Trans-Canada enterprise? 

MR. CLARKE: I believe so, 

Q. And who are White, Weld & Company? 

MR. CLARKE: They are an investment 
banking firm in New York. 

Qe And were one of the underwriters 
of the financing of Trans-Canada? 

MR. CLARKE: Yes, sir. 

Q. Now, this note, Mr. Berry, you 
have referred me to says that, "subsequently one- 
half of the subscription that is assigned to 
White, Weld & Company by Mr. Kernan -- can you 
tell us when that assignment was made and whether 
it was for value or simply a gift? 

MR, BERRY: I cannot give you the exact 


date without reference to our records but, from 
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memory, I would say he made this assignment some 
time around the lst of January, 1957, but without 
reference to our files I cannot give you a more 
prec. ceecaave than that “and, so far as ---, 

Q. Will you check that and put that 
in the record later? 

MR. BERRY: Yes. So far as I am aware, 
there was no consideration for the assignment other 
than the undertaking by White, Weld to pay for 
their shares at the price. 

Q. Now, did Mr. Kernan and White, 
Weld & Company subsequently carry out the 
contract and pay for the shares? 

My beni. Vos ,) SS Lr4 This was done 
at the time of the closing related to our public 
financing which took place on February 26, 1957. 

Q. February 26th, they paid --- 

MR. BERRY: That was at the time we 
received the funds from the proceeds of our public 
financing. 

Q. Now, were there any other options 
or subscriptions received during the year 1956? 


MR. BERRY: NO, er? s 
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Q. Now, I want to ask you about the direc- 
tion of the company as at December 31, 1956, and I 
refer you to page 30 of the prospectus, which was 
dated --- 

THE CHAIRMAN: February 13, 1957. 

Mi RATE LLLO : I cannot find the date. 

THE CHAIRMAN: It is at the bottom of the 
pace sarevruary. 13,1957. 

MR. BERRY: That is the date at the foot 
Ofe the .coven. 

MR. PATTILLO: Q. Now, Mr. Eddie Tanner 
is shown in the prospectus as being president- 
director and he had been from the time of his appoint- 
ment in 1954; is that correct? 

MR. COATES: Tha teisS correct... wwe 
answer these questions, Mr. Pattillo. 

Q. And you, Mr. Coates, are shown as 
executive vice-president and general manager, and 
you had been from the time of your appointment in 
1954? 

MR. COATES: Yes, sir, I. was elecredva 
director in the early part of 1954. 

Q. Mr. H. Milner, Q.C. is shown as 
vice-president, director: how long had Mr. Milner 
been a vice-president, director? 

MR. COATES: He had been since the amal- 


gamation of the two companies. 


Q. And was he there as a nominee of 
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any one of the Western Group, do you know that? 

MR. COATES: ‘Well, he had been connected 
with the Western Group, with Western Pipelines, and 
I would say that he was. 

Q. And we have Mr. Frank A. Schultz as 
a vice-president, director: who is Mr. Schultz? 

MR. COATES: Mr. Schultz was a vice- 
president and director of Canadian Delhi and had 
been a vice-president and director of Trans-Canada 
Pipe Lines prior to the merger of Trans-Canada and 
Western, and then continued in that position in the 
merged company. 

Q. Then we have the Honourable Edouard 
Asselin: how long had he been a director? 

MR. -COATES* Just one moment, I will have 
to get some records on that. 

Mr. Pattillo, Mr. McNeill informs me that 
he does not have the original records of some of the 
early directors, but we will be glad to get the infor- 
mation for you. It is my understanding that Mr. Asselin 
was a director of Trans-Canada prior to the merger of 
the two companies. I am sorry, that needs to be 
corrected; he was elected a director April 30, 1954. 

Q. Was he a representative of any group? 

MR. COATES: Not to my knowledge, sir. 

Q. And who is the gentleman? 


MR. ‘COATES : He is a solicitor and resides 


in Montreal, Quebec. 


“patgammais ie ae ae 


i ae ke a ge 


Pay) nail agape Ses 
ia Ley ; 
' ‘ us Bun a < é Gon, - a Pen aa 
el ee aoiwepe of ae " ry aM 
qi 1 5, eee Rees Le “Ot ae u an 
it ae Da Aes Bi woe pa | ay 
: Peatiorint a0) ids tH aR edo 
a - (0s be , lay Y : 
i "Tage " ' rao ‘ea nS i 
: a bad Pity ify 7 a | r bitte pa j 7 v). 
my Pie , i ; ‘ 
peak: i aah ME 2 28 ‘ L fe) Ve Ba LN ] 
' Rese) ny ee Feeilio Pures . 
Vt Aga Roe RRR eee h an av 4 aoe he re tov 
RES es! : 2 ; ia | 
a ost ite Ae - eth Pi) 
. harmony: Uy | Ae ayy mf SB oie 2 ie pesos) a need 


‘oe we.tag cond S44 | 


fete Bru .so999M| 
L, , pies) . 7 fl 


a a aca Sa MN, ‘h “RORY Rash | 


Tea or ‘i 5 ‘ 
‘fs, phe ePiucee wey ails : 
( ’ ey ) 4 fs @ 
! nO Tee we pie ea EE ya Gai: Sp Sh dias 4 
i | q ry i ' 
| Cah es Vie : Aonl 
} (a 5 yf as ft i ‘ " ns e ry q 
A e ae Me wu "yt vip Wt Wy 14 §! y oth Fi it fal [- ‘ogee “bak aap 
j ay pe # i : e * * (als mi 5 a i 
j aetna iort aly Bay Urs der bee eras eae baal et i 
Ayu ih Bae ; at du au; be Pee 
syed. bbe 3 (Lisi ao Filer, i TAD: OM | . 
¢ , 4 ’ 
ae 
ot i fo , 
4 { 
/ Bel): sit aides | 
te ‘ fe tS ‘ 
| 4 We peel tia 
\, Ga. dal 
on Shai 11 ip Be 
r eae be ‘ edly Ae ; ae a 
j ‘ ee ee i 


aoe! oi Bee ot fete om CE we 4 in Sine iicoskn pals Abe pus | : 


ae ED, : tanh 
i Ny * ar i 
a, he aa ae Bh } 
ac | ) pe, . _ + } a a A S v rary ince fa Pe conte eee \ J 
mee: CSE: rag CNY ah eee Skike yeti TE UD era “onal 
An | Pe AED) hen o alah Ui | h , / orl) 
ares ee eet ‘a eee ee) ipl ‘ p 
\ is 
: y aad : 


~) i 


~ teat (einee: jel de> fonaniegee sav ouseudtt | 


eis | eee: 


finuh wsenbod Pe 4 arb: es oa ‘ih adet ong 709 


hs galt UB i 


hae aT Lt! : . han 
heey } eu. fl 
(mates 

era ae ia By hi i 


1S: SOs rotioe: B 


' vil 
/ fi 


uty i iy i ve wi Ole can TMT ee 
Pics ia eis b dif ioeican? ie ey ee, aL ea. ET is, 


_ 
| 
| 


1974 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Q. Then we have Mr. Atkinson. I under- 
stand he joined the Board in 1956; is that correct? 

Mis COATS 2) ON Coe aa i's 

Q. Now, Mr. E.W. Bicklé;, when did he 
join the Board? 

MR. COATES: Mr. Bickle was elected a 
director April 30, 1954. 

Q. And was he a representative of any 
one of the two groups, elther the Western Group or 
the Delhil Group? 

MR. COATES: No, Sir, not that 5 know of, 

Q. Then we have Mr. R.C. Brown, and he 
is associated with the Hudson Bay Oil and Gas; is 
that right? 

Wik. COATHS:. That is corrects die als, peesis 
dent of the Hudson Bay Oil and Gas Company and was 
elected a director on the 8th February, 1956. 

Q. Then Mr. John R. Fell: who is Mr. 
Fell? 

MR. COATES: Mo.. Fell is] partner 122 
Lehman Brothers, an investment firm in New York City. 
He was elected a director on April 30m 1954. 

Q. Was he a representative of either of 
the groups? 

MR. COATES: Not that I know of. 

Q. Then, we have Mr. E.D. Loughney 
he was assocated at that time with Canadian Gulf 


and is now with B.A. Oil; is that correct? 
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Mi, COATES phat ye COPPECU, Slr. tripe 
Loughney 1s at the present time senior vice- 
president of British American Oil Company. He was 
elected a director on February 8, 1956, 

Q. Mr. R.A. MacPherson, he is of Regina: 
when did he become a director? 

MR. COATES: APA I305. O54. 

Q. Was he a representative of either one 
Of The 2rouws? 

MR -COATES < No, sir, not to my knowledge. 

Q. Mr. J.H. McCausland: he is from Wood, 
Gundy in Toronto? 


MR. COATES: Yes, .8is) Char se reorreant. 


Q. When did he become a director? 

MR. COATES: He became a director on March 
16, 1955. 

Q. Was he representing Wood, Gundy on the 
Board? 


MA CORTES, Yes), "SLE 

Q. And prior to his election to the Board, 
had there been anyone else representing Wood, Gundy? 

MR. COATES: Mr. Allan Williamson. 

Q. Mr. C.W. Murchison: is that the 
famous Mr. Murchison from Texas? 

MR. COATES: Yes, sir, thav is Mr. Murchi-~ 
son from Texas. 


Q. And how long was he on the Board? 


u 


MR. COATES: Well, he is still on the Board 
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and he was elected to the Board of Trans-Canada 
Chesereit) 235.4951. 

Q. So he was in the original Trans- 
Canada/Delhi group? 

MR. COATES: That 1s correct, sir. 


Q. And Mr. Nesbitt: when was Mr. Nesbitt 


elecred. 1oO\ the Board? 

MR. COATES: On April 30, 1954, 

Q. And Mr. GP. Osler: he is) from0sier, 
Hammond & Nanton in Winnipeg? 


MR. COATES: Les, wa. 


Q. When did he become a member of the 
Board? 

MR. COATES: April 30, 1954. 

oF Now, we come to a name we are probably 
going to hear a good deal of -~ Mr. Gardiner Symonds. 


MA COATES: "Thats correct, 

Q. When did he join the Board? 

MR. COATES : On December 9, 1955. 

Q. Who is Mr. Symonds? 

MR, COATES: President and director of 
Tennessee Gas & Transmission Company. 

Q. Mr. Jules R. Timmins: when did he 
become a member of the Board? 

MR, COATES: On April 30, 1954. 

Q. And was he a representative of any 
group? 


MR. COATES: Not to my knowledge, sir. 
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Q. And Mr. Ross Tolmie: he is a barris- 
ter in Ottawa? 

MR. COATES: That is correct. 

Q. And he was with one of the original 
groups, was he not? 

MR. COATES: He was with the original 
Trans-Canada group and was elected a director on April 
LS D28bd's 

Q. And, My, «A.P.@ Craigs he: issonenofethe 
Officersyot the company, is he not? 

MR. COATES : Yes, siegeher is not a director. 

Q. He is not a director? 

MR. COATES : He became an officer of the 
company on July 23, 1954. 

Q. July 23, 19547 

MR. COATES?) Yes ,wsir, 

Q. Now, in addition to those -- it has 
been brought to my attention that I did not clearly 
bring out who Mr, BsW. Bickle was. Who is Mr. E.W, 
Bickle? 

MR. COATES 2s) Mr. (Bieklesis aypartnerror was 
-- he is now retired, just about the first of this 
year; but he was a partner in the investment firm of 
Wikis. & Bicklecin Toronto. 

Q. Now, in addition to these people who 
are listed as being directors of the company at the 
time of the financing in 1957, were there any persons 


who were directors of the company between the period 
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April, 1954 and December 31, 1956 who had resigned? 

MR. COATES: ‘Yes, Sir, there were. There 
are a number who were in the original Trans-Canada 
group who resigned, and then there have been others 
who have resigned since that time. 

Q. Let us take from April 1954 when the 
new set-up was arranged and Mr. Tanner came in, down 
to December 31, 1956: were there any persons, direc- 
tors, during that period who are not shown in the list 
have Just read? 

MR. COATES : Yes, there are. 

Q. Who were they? 

MR. CORTES?) Mr. AllanvH. Willvameon, “who 
was elected a director on April 30, 1954, who resigned 
on March 16, 1955, 

Q. And his place was taken by Mr. McCaus- 
land? 

MA. CORIO? PRaG Ls COorreou, sim, 

Q. Next? 

MR. COATES: Senator Peter Campbell, who 
was elected a director on April 30, 1954, and re- 
signed May 1st, 1956. 

Q. And who took his place’ 

MR. COATES: I believe that Mr. Atkinson 
was elected to take his place. 

Q. And Senator Peter Campbell is a member 
of the Senate of Canada and practices law in the City 
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MR «COATES: phat. 1s.correct. 

Q. Next? 

MR. COATHOs. Dhateis. ait. 

Q. Those were the only two? 

Mis CORTES 40 %es, Sar, 

Q. Now, I just want to get a little his- 
tory on the record up to December 31, 1956. AmI 
correct in thinking that prior to 1954 there were two 
companies, Trans-Canada and Western, both seeking to 
get export permits from the Conservation Board of the 
Province of Alberta so they could transport gas 
out of the Province towards the East? 

MR. COATES: Si natywa Sacorrect, sir. 

Q. And the original concept of the Western 
Group was that they would transport the gas to as 
far East as Winnipeg and then South into the States, 
bes (bar correet,2 

MR. COATES: Well, that is my understanding. 
Perhaps Mr. Nesbitt could enlarge on that. I was not 
here, personally, but from history and records, that 
is my understanding. 

VR. NESBLTD: Thatcls corrects. Siam wine 
initial concept -- the initial stage of the Western 
Group project was to transport gas from Alberta to 
Winnipeg and South to Emerson. 

Q. South to Emerson. And that was to be 
the end of the dine? 


MR. NESBITT: In the initial stage. We 
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Subsequently modified that plan to bring gas East 
when markets could support the financing. 

Q. And you proposed to bring the gas 
East by selling at Emerson to American people and 
then trying in at Windsor to transport into Canada: 
was that the concept? 

MR. NESBITT: We hoped to build up the 
markets initially through approaches from the States 
into Canada, and ultimately when those markets would 
Support the balance of the line, to expand the line 
East. 

Q. Now, what was the original concept of 
Trans-Canada; can you tell us that? 

MR. NESBITT: Il was not associated with it, 
but I think I am correct in stating that they inten- 
ded to bring gas from Alberta to the Eastern markets 
in Canada without any export sale, that is, without 
any sale outside of Canada. 

Q. Was their concept to put a Canadian 
line right through to Toronto and Montreal? 

MR. NESBITT: I believe so. 

Q. Now, in the original concept of Western 
-- and I am talking prior to the merger in 1954 -- 
who were you going to sell this gas to in Emerson? 

MR. NESBITT: To Northern National Gas 
Company. 

Q. And where is the company situated, 


where is. its head office? 


MR. NESBITT: Omaha 
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Q. And was there, prior to 1954, any 
contract made with Northern Natural Gas for the 
proposed sale at Emerson to it? 

MR, NESBITT; There was a contract 
between Western Pipe Line and Northern Natural Gas. 

Qe And had Northern Natural Gas, 
prior to 1954, made any application to the 
Pederal Power Commission in the United States for 
a permit to import the gas? 

MAR. NESBITT: I don't think it was 
before 1954, sir. 

MR, COATES? No, sir, they had not. 

Q. Not before 1954? 

MR. COATES: Piet Le veOLre Gu. 

Q. Now, immediately prior to the 
merger, had either one of these two companies 
been successful in obtaining an export permit 
from the Province of Alberta? 

MR. COATES: NOs Sat. 

Oe How did the merger come about, 
Mr, Nesbitt; can you tell us that? 

Ma. NESBITT: Yes, sir, I believe that 
the Province of Alberta desired the export sale 
at Emerson,which would result in a larger volume 
that would be available in the eastern markets 
of Canada only. 

T believe that the Federal Government 


liked the concept of the Trans-Canada line, an 
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all-Canadian road, and it is my understanding that 
the Province of Alberta and the Federal Government 
each agreed that they would grant permits if these 
two concepts were put together, 

I remember that in 1954, early in that 
year, and I think 1t was in January, both groups 
were invited to Ottawa and we were told --- 

Q. Is the correct word "invited"? 

MR, NESBITT: i think so, Sir, yee. 

Q. Yes? 


MR, NESBITT: At any rate, we attended. 


Q. I am sorry to have interrupted you, 
Wem 

MR. NESBITT: We were advised that if 
we could work out an agreement -- and when I say 


It "i 


we , I was the Western group representative -- 
we were advised that if we could work out an agree- 
ment with the Trans-Canada group so that we could 
pool our two schemes, that we would be granted, 
subject to appropriate hearings, a permit by both 
the Province of Alberta and the Board of Transport 
Commissioners, 

Q. Who gave you that advice? 

MR. NESBITT: pir, Co. D, Howe. 


Q 


ve 


And he, at that time, was one of 
the Ministers of the Government of Canada? 
MR. NESBITT: He was the Minister of 


Trade and Commerce, I think, sir. 
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Q. And that is what led up to the merger? 

MR. NESBITT: that is correct, 

Q. Now, following the merger you have 
told us about the arrangement whereby the control 
in the new creation was split equally between the 
Delhi group and the Western group. Down to 
December 31, 1956, did that original arrangement 
continue? 

MR. NESBITT: It continued up until the 
time that Canadian Gulf, Tennessee Gas and Hudson 
Bayi iam sorry, Sire it continued up until» the 
time that Tennessee took their initial interest 
in the company, and perhaps somebody could give 
me that date. 

MAY? COATESS I think it was November 1st, 
LI 

MR. NESBITT: November lst, 1955. 

Q. When they came in and took the 
initial interest? 

MA. NESBITT: Yoo, - S21, 

Q. How did Tennessee come, on November 
LE CPL 5S2 Did the two groups invite them in, or 
what was the explanation for Tennessee coming in? 

MR, COATES: Wwe tL. 6a le Onw~ Gaae.. aie. 
Pattillo. 


Q. 


u 


Right. 
MR. COATES: Trans-Canada had, for some 


months, been attempting to place a pipe order for 
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ANGUS, STONEHOUSE & Co. LTD. 1984 
pipe required to build the western section of the 
line, At that particular time the only credit 
that Trans-Canada had was the people who were 
supporting the company and who were paying $8 a 
share for stock, as we required funds. 

Since we had no other assets, the steel 
companies would not accept a purchase order from 
Trans-Canada. So, after several attempts and 
after a meeting in New York City with Dseciseesd he 
tives of the U. 8S. Steel Company, it was concluded 
that Trans-Canada would have to obtain credit, or 
an underwriting of their pipe supply if they were 
going to be able to place the order, so that de- 
liveries could commence in 1956 for construction 
of the line to begin. 

At that time we still had hopes of get- 
ting the financing completed so we could commence 
construction in 1956. 

It is my understanding that some of our 
directors made efforts to get an underwriting for 
the steel or someone to place the sale in their 
name and assign it to us, but they were unsuccess~- 
ful in doing it and, in the latter part of October; 
this problem was discussed with Tennessee Gas 
Transmission Company and they agreed to place 
the order, with an assignment to Trans-Canada as 
soon as we were able to arrange financing, so we 
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Q. And was part of the terms of that 
that they be given a share interest at $8? 

MAW COATES: Yes, sir, they were given 
the right to buy a number of shares at $8 that 
would put them in an equal share position with the 
two groups that were then outstanding, the Western 
and the Canadian Delhi group, so Tennessee at that 
time was given a right to »purchase shares that 
would put them in an equal share position. 

Q. Before this happened in November, 
1955 -- was that when this all was arranged? 

MR SUCONTES: The first shares that they 
took down were on December 9, 1955, and on December 
EO Rk E99) 

Now, the arrangement for this was negotia- 
ted during October, if my memory serves me. 

Q. Now, back in the spring of 1955, 
did Trans-Canada at that time still have a contract 


with Northern Natural Gas to sell to it at Emerson? 


MR. COATES: Yes, tin, wevdid, 

Q And that contract was cancelled 
in 1955? 

Mik. COATES: Ves, (Sir, che contract wad 
atdavercot termination oneit of: Aprid. 2071935 neri th 
the right of either party to cancel if permits had 
| not been obtained so service under the contract 


would commence, 


Q. When was the first contract made 
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waieen 


with Midwest to sell gas to it at Emerson? 


MR. COATES: The contract with Midwest 
was made in August, 1955, 


Q. And Midwest was a wholly-owned 


subsidiary of Tennessee? 

MR. COATES: No, I don't believe it was 
at that time. 

Q. Was 10? 

MR. COATES: It was an associated company 
and was directed by Tennessee, 

As.I understand it, at that time the only 
Shares outstanding in Midwest were their incorpora- 
ting shares, and a part of those were held, I 
believe, by Stone and Webster Securities Corpora- 
tion in New York. 

Q. Was part of this deal with 
Tennessee whereby they would get, by the cancel- 
lation of the contract with Northern, the giving 
of a new contract to Midwest? 

MR. COATES: Noy, sir, 26 wasn't, 

ae That was no part of the deal at 
Sug 

MR, COATES: No, sir, the contract with 
Northern, as I say, had an expiry date of April 


Ist, 1955, on it, because both sides had not been 


able to accomplish the successful obtaining of 
permits and the contract with Northern was can- 


celled in June of 1955 and we entered into a 
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contract with Tennessee Gas in August of 1955. 

Q. Do you know a Mr, Freeman, of 
Tennessee Gas? 

Ma. COATES: Yes, ‘sir? 

Qe Was Mr, Freeman ever associated 
with Trans-Canada in any way? 

MR, COATES: Ne," -Si9;, 

Q. Was Mr, Freeman ever authorized 
by you or any other officer of Trans-Canada, to 
your knowledge, to tell Northern that their con- 
tract was going to be cancelled and a new one 
given to Midwest? 

MR, COATES: Noy sure 

Q. At any of the hearings of the 
FPC in relation to the application of Midwest 
to import gas from Trans-Canada at Emerson, has 
it been suggested, in your hearing, that Mr. 
Freeman did tell Mr. Merriam, the president of 
Northern, that the contract between Trans-Canada 
and Northern was being cancelled? 

MR. COATES: I was not present at the 
FPC hearings where Mr. Merriam testified. 

Q. Did you read the transcript? 

MR, COATES: Yes, I did read the 
transcript and that did occur. 


Q Tat did occur? 


we 


MR. COATES: When Mr. Freeman made 


— such a statement to Mr. Merriam, he did so without 
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the knowledge and without permission of and without 
direction Trom. Trans-Canada. 


Q. And at the present application, 


which is still outstanding, of Midwest, it is 
being fought by Northern as one of the parties 
opposing the granting of the permit to Midwest? 

ME.)  COATES.: Les, Msir, Northern 
Natural Gas Company is one of the intervenors 
who are intervening in objection to Midwest 
Gas Transmission Company. 

Q. Now, when Northern had made a 
previous application to the FPC prior to the spring 
of 1955 for ‘a, permit to Amport’ csaswfromiTrane- 
Canada to Emerson, had that application been 
opposed by anybody? 

MR COATES? I can't answer that, off- 
hand,oiir. Pabvt Lo. I am sure that -- well, I 
see one gentleman sitting in the audience; I know 
he ‘is opposing that. That is the coal and rail- 
road interests in the United States, to oppose all 
gas applications. 

Q. And other than Mr. McGraw and his 
clients --- 

MR. COATES: McGrath is the name, sir. 

Q. Other than Mr. McGrath, is there 
anybody else that you know of opposing the Northern 
application? 


MR, COATES: Well, as the hearing 
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developed, the customer companies of Northern 
Natural Gas Company did oppose, 

Oe In 1955 we have Tennessee coming 
in and we have this cancellation with Northern and 
we have the new contract with Midwest and, just to 
get the historical picture, that was the first con- 
tract with Midwest. Is that the present con- 
tract with Midwest? 

MR, COATES: That is’ the first’ contract. 
It is the present contract, with the ' exception of 
amendments for extension and, on November lst, 1957, 
for an increase in price, 

Qe Now, in 1955 were there any 
approaches made to the Dominion Government at 
Ottawa for financial assistance to the company? 

MR. COATES: I believe I will let Mr. 
Nesbitt answer that, Mr, Pattillo. 

MR, NESBITT: On January 6, 1955, we 
realized that we were not going to be able to 
sign up purchase and sales contracts in sufficient 
volume to complete the financing by the expiry date 
of our permit, which I think was April 30th of 
that same year, and we went to the Government 
and so advised them, 

Q. Yes, and what happened then? 

MR, NESBITT: The Government were de- 
sirous of having this line built and they recog- 


nized that we were at rather a deadlock, which 
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could only be broken if the company's credit 
could be established. 

To explain that, we were unsuccessful 
in being able to sign up gas purchase contracts 
with the producers, who were doubtful of the 
successful conclusion of this company's project. 

Q. Was the difficulty in signing 
these gas producers a matter of price? 

MR. COATES: COs) Skt sa) Wee: 
problem of price, to buy gas from the producers, 
ao. CO -0rLCe. I don't believe that was the major 
point at this particular time. 

some of the producers at various times 
prior to that had committed their gas to promotion 
projects to take gas out of Alberta and none had 
been successful to that time, and the producers 
were not willing to sign contracts with another 
project that did not seem to be able to get off 
the ground. 

Q. Well, then, you went to Ottawa 
in 1955 and what was the proposal that you were 
putting to Ottawa at that time? What assistance 
were you seeking to get from the Government? 


WR. COATES. Mr. Nesbitt can answer 


et 


MR, NESBITT: We proposed that the Govern- 
ment enter into a deficiency agreement with the com- 


pany. As I say, we were confident that if the 
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company's credit could be established, we would be 
able to sign up both purchase and sales contracts 
in sufficient volume to do our public financing. 

This deficiency arrangement was one under 
the terms of which money would be advanced to the 
company for any deficiency in interest in the early 
years of the project. We proposed. to, give a 
security if this option had to be exercised, if the 
company's earnings were insufficient to meet interest 
retirement, and to repay that security before any 
other payments except first mortgage bonds. 

Q. Now, what happened to that proposal? 

MER, NESBIT: Tt was turned down, sir. 

Q. And was there any further discussion 
in 1955 with the Government or with the industrial 
bank? 

MRowNESBITT: MOS4 SiR. The Government 
suggested that if the Industrial Development Bank 
would make a loan to the company on its usual terms 
that the Government would endorse such a policy. 
Consequently, negotiations were entered into with 
officers of the Bank of Canada, representing the 
Industrial Development Bank, and the company. 

Q. What happened to those negotia- 
tions? 

MR. NESBITT: Well, the place where this 
company needed help was in the first mortgage bonds. 
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equity money, but in a project of this nature, 
to get first mortgage money, you have got to have 
an economic project that will compare favourably 
with other securities that were on the market, 
because you have got to place those first mortgage 
bonds with investing institutions, 

Now, the philosophy of the Bank of 
Canada was to give us help where we least needed 
ie They offered to buy from us $70 million 
of convertible debentures and to leave the rest 
of the problem to us. 

I might say that, rather reluctantly, 
we agreed to go along with this, provided it would 
solve our problem and, in examining whether it 
would solve the problem or de we found that 
various producers did not wish to sell Trans-Canada 
gas if the company, through the exercise of the 
convertible option, could be controlled by the 
Industrial Development Bank. Consequently, the 
proposal, while, as I say, we had agreed to go 
alone Wien at, DE au O10 ‘solve ‘our oran len, did 
not solve our problem, and the negotiations were 
discontinued in April, 1955; DP°think it was April, 
Sit, 

a, And the real producer that kicked 
ever the traces” was Gulf Oil, wasn"? 2u2 

MR, NESBITT: I believe there were 


other producers, sir. I have heard the name of 
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Gulf mentioned as one of them, 

THE CHAIRMAN: Q. You do know, do you 
noo, Me. Nesbitt? 

My NESBLET: I do know that Gulf is one 
of them, 

Min, PART ILLOS Q. And what other 
producers do you know of who refused to go along 
under such a proposal? 

MR. NESBITT: I would like --- 

MR. COATES: Me. Pattilio, 1 am not. sure 
| Ole oLners, The gas supply that we had allotted 
LO us by the Province or Alberta, the Gulf. O12 
Company owned approximately one-third of those 
reserves and, if that one was not interested, there 
was not much use in asking anyone else. 

Q. So far as the gas supply was 
concerned, the gas supply that had been allotted 


to you, Gulf at that time was in virtual control 


of the situation? 

MR, COATES: Vell, they owned about one- 
third of the reserves. 

I might say that they have been very 


successful since that time in adding materially to 


their reserves and profits. 

Q. Now, when this proposal of the 
industrial bank collapsed, then what was the next 
step, Mr. Nesbitt? 


——— MR... NESBITT: A lot of head scratching, 
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cit, ae vaat pOLTt, 


Q. Was it then that you lost your hair, 


Mir Nesp? 

Mar Nope. That was the end of it, 
Sis 

It was evident to us that we could not 
proceed without a relaxation of the Government 
| requirement to build this all-Canadian line to 
the eastern markets as a single project -- I have 
lost my thread here. 

It was evident that we had to have a 
modification of that policy to finance, or we 
had to have some kind of aid to establish our 
eredit, and we made various suggestions: one, we 
discussed the idea of building only to Winnipeg, 
| initially, and having our sale at Emerson and, 
subsequently, to build the line east at a later 


date when we could establish the company's credit. 


| Q. That is something like the original 
Western concept? 

MA NESBLTT : That 2s Corvrvecy, caer. 

Q. Yes? 

MR. NESBITT: Tie ali-Canadian Fine, 
however, captured the public imagination and it 
was subscribed to, I think, by all the parties, 


and it was a desirable thing for Canada and it 


was felt by the Government that they did not want 
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to change that policy. It was considered to be 
in the national interest and, therefore, they did 
not wish to modify that policy. 

Q. Now, when was the first proposal 
put forward that the Dominion Government build a 
part of the line, in the first instance, and who 
put it forward? 

MA. NESBITT: That idea was developed 
by people in Mr, Howe's department. 

MR. COATES: Ewill talk on ythis, 
Me, Fattillo, 

After we had gotten past the stages that 
Mr, Nesbitt has spoken of and had approached the 
Dominion Government with the thought of building 
to Winnipeg and then south and trying to get in 
business and create some credit and then go on 
east, when that was turned down by the Government 
a committee was then set up. The members were 
fellows, civil servants, who were in the Department 
of Trade and Commerce and, I believe, in the 
finance department, Mr. Harris! department, at 
that time, to study the situation and to see if 
they could come up with any ideas that might make 
it possible to continue the policy that had been 
laid down by the Federal Government that the 
line should be built all in Canada and all as 


a continuous line rather than a part and then 


—— an intervening period of years and then the 
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remainder of it. 


This committee that was established develop- 
ed the idea of the Crown Corporation being establish- 


ed to construct and own a section of the line. 
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Q. Was there anybody on that committee 
representing the company, or was that committee 
solely represented by the Government? 

MR. COATES: It was solely represented 
by the Government. 

Q. So they proposed a section of the line 
be built and owned by the Government? 

MR. COATHO 3" "Yes, sir, 

Q. And as a result of that, propodal an 
agreement was entered into in November, 1955, whereby 
the Canadian Government proposed the formation of 
a Crown Corporation to construct, what I eall, the 
NOorGnern Onvarlo portion of the Tine? 

MR. COATES: YOs,. Sif, (Waves: Corceca. 
675 miles of the line in Ontario. 

Q. That is the section which the Govern- 
ment is constructing today? 

MR. COATES : Yes, Sir 

Q. Now, in 1955, the Government having 
agreed to do this, were the troubles of the company 
over, or was there any consideration at that time 
of the Government making any advances to the com- 
pany? 

MR. COATES: There was no consideration 
at that time of the Government making any advances 
to the company. We thought, with this agreement 
and with this help, we would be able to sign pur- 


chase contracts and sales contracts that would be 
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Sufficient to enable us to finance the remainder 
of the project, | 

Q. it Ls gust at tals polne thac 
Tennessee comes into the picture, too. You have the 
agreement with the Government and Tennessee has come 
fi and acquired substantial shares, 

Mi? COATES: “Yes, sip. 

Q. What happened then? Perhaps let me 
put it this way: when did you find it necessary to 
approach the Government to see whether they would 
give you any further financial assistance? 

MR, COATES : We did not approach the 
Government to see if they would give us additional 
financial assistance. 

Q. Rieu. 

MR. COATES: From time to time we discussed 
our problems with the Government. It became appar- 
ent in the spring of 1956, the exact date I do not 
recall-right at this moment, I believe 1t was Maren; 
the time was growing near to the commencing of con- 
struction in 1956, if we were to commence construc- 
tion -- we had quite a lot of purchase contracts 
signed, some gas sales contracts, but not enough 
to get the financing completed to put the show on 
the road with construction in June, 1956. We so 
informed the Government of this position, hoping 
and expecting that they would suggest we keep our 


efforts going. We commenced construction in 1957 
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but they, as we were, were anxious that the pipe- 
line be started. So, Trans-Canada informed the 
Government they did not have the money to do the 
job, that it was confident, Piven. Lime TO dos) by 
it could arrange the financing and get the job 
Started, and that if the Government was anxious 
and if they felt the line must be started in 1956, 
then they would have to help us with some advance 
funds. 

Q. Ver. 

MR. COATES: And the arrangements were 
then made whereby the Government would loan us, well, 
it was 90 per cent of the construction of the Western 
Section, not to exceed $80 million, the loan to bear 
interest; all of the shares of the company that were 
then outstanding were pledged. 

Q. As security for the loan? 

MR, COATES: “That is: correcs, sir. ‘and the 
company was to spend a specified quantity of money, 
or this 10 per cent of the cost of the Western sec— 
tion, prior to any draw-down from the Government. 

Q. And that put the show on the road? 

MR. COATES: Yes, sir, apparently. 

Q. In 1956, part of the line was con- 
structed? 

MR. COATES: The line was constructed; it 
was started in June of 1956. The pipe order that 


had been placed in 1955 -- Tennessee had guaranteed 
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-- actually, the Government had agreed to the loan 
and the necessary ae ees had been passed, 
Tennessee assigned the purchase orders for the 

Steel to Trans-Canada and deliveries were commenced. 
Shortly after commencing there was a steel strike, 

a general steel strike, in the United States star- 
ting about the first of July and continued for some 
several weeks, so that it was impractical to attempt 
to .continue construction. At the time we were 

able to resume the delivery of the pipe, it was 
drawing toward the end of the construction season. 
We laid the pipe as long as we could during that 
year and ceased to receive pipe that fall and winter, 
and stockpiled for commencing in 1957. 

Q. T wenteto pet, if T can, what. the 
financial position was as of December 31, 1956. 

MR. COATES: Do you mean the stock owner- 
Ship as of that time? 

Q. We have the stock ownership; we have 
dealt with that, That was 1,928,184 common shares 
that were outstanding. What were the liabilities 
and what did they consist of at that stage? 

MR. COATES : Me. Berry will talk about 
this. 

MR. BERRY: Mr. Patehide, if 1 cout 
refer you to the prospectus again. The middle 
spread of that document, page 36-37, contains a 
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subsidiary company as of December 31, LOSG wy Pr 
think that clearly sets forth the consolidated 
position which includes the accounts of Western 
Pipelines, a wholly-owned Subsidiary. A balance 
Sheet is supported by detailed statements including 
the consolidated summary of receipts and expendi- 
tures dated back to the incorporation of the company 
ar Maren, 1951, up 0° and including December 31, 
1956. 

Q. At that time, in looking at page 37, 
the funded debt -- was that money, the $43,750,000 -- 
was that money that had been loaned by the Dominion 
of Canada at that time? 

MR. BERRY: those are the funds that 
were advanced by the Crown Corporation under the 
terms of this agreement with the Government. That 
was the accumulated total at that time. 

Q. And the 4 3/4 sinking fund debentures, 
$5,350,000, was connected with the construction of 
the Western pipeline in the Province of Ontario? 

MR. BERRY = That represents, virtually, 
the entire capitalization of that project. 

Q. Up to that date you had spent on the 
main line running from the Province of Alberta, 
$55,311, 369? 

MR. BERRY: That is the figure including 
all the preliminary services and engineering ex- 


penditures in regard to that date, some of which 
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are applicable to the entire system to be allo-— 
cated later to the entire line. 

ME sg -PATT EEO ¢ Mr. Chairman, this might 
be a good point at which to have the break. 

THE CHAIRMAN: Yes y Sars 

Gentlemen, we will have a recess for ten 


minutes. 


---A short recess. 


; ch 
ies 
oe 


y | ! 1 
& ph 
i RD ROT SCHORR 
! ‘ ; mt j a a 
i o A 
‘ i 7 
t 


Bes 


Rae 


ee oe 


i / ' 
\ D 
: ‘i \ 
‘ No 
j : j 
, 
J 
i 
‘ 
‘ 
} 
u 
5 
a 
' 
V 
i 
H 
hed 
Ba 
! 
i 
ia 
i 
- i 
Pel 
A an 
et 
} 
; | 
‘ 
BY id ' fT 


2003 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


THE CHAIRMAN: Gentlemen, we shall now 
resume the hearing, 

First I want to apologize to you gentlemen 
for my lack of foresight in not Pea Li Zio oie t 
the spotlight was rlent on you, as 1b’ was, IT am 
very sorry about that; it was not intentional, 

Mr. Pattillo, I believe you were going 
to go on chronologically past 1956? 

MR. PATTILLO: TA “Seay oe 

THE CHAIRMAN: Before doing so there are 
one or two questions I would like to ask. Biers te) 
not just know who is the proper person to answer 
these questions but perhaps you could decide 
that among yourselves. 

The option granted on May 28th, 1956, to 
Mr, Kernan --- 

MR 6 COATES: Yes, Sir, 

THE CHAIRMAN: That apparently was after 
the financial arrangements had been made with Ottawa? 

MR. COATES: It was after the financial 
arrangements had been made with Ottawa to loan us 
money to commence construction in 1956, yes, sir. 

THE CHAIRMAN: And the same is true of 
the option granted in July, 1956, to Mr. Atkinson? 

MR, COATES: Yes, Siyr, that is correc:, 

THE CHAIRMAN: IT can understand the option 
to Mr, Atkinson because he was coming to serve the 


company as chairman of the finance committee 
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without salary; is that correct? 

MR. COATES: V@S5) 627% 

THE CHAIRMAN: In the case of Mr, Kernan, 
he was a partner, a limited partner, I think you 
said, in White, Weld & Company? 

MR. COATES: Wes. Sir that ia vicns. 

THE CHAIRMAN: And you were negotiating 
at that time with respect to doing the financing? 

MR, COATES: No, sir, they were not 
part of the American banking group at that time. 

THE CHAIRMAN: Well, why would an option 
be given to Mr. Kernan? What had he done then 
or what was he going to do other than as a limited 
partner of White, Weld & Company, if he came into 
this financing? 

MR, . COATES: Well, I do not think he 
was representing White, Weld in the arrangements 
we made, Mr, Kernan has been a principal figure 
in the financing of quite a number of gas pipe 
lines in the United States,with ideas and plans to 
ao such. jobs, He has,of course, a very wide 
acquaintance in New York and in banking circles in 
New York and we felt it would be of advantage to us 
in doing our job serving us as a consultant in 
devising plans and trying to put into practice 
these plans for financing. 

THE CHAIRMAN: Did he dictate that as a 


term of White, Weld assisting the company in its 
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financing? 

MR. COATES: I cannot answer that par- 
ticular question; perhaps Mr. Nesbitt or Mr, Clarke, 
who were in the original group, could answer. 

MR. NESBITT: To my knowledge, sir, no. 
Mr. Kernan acted independently of the company 
with which he is associated, He’ LS “a. Lint ved 
partner in that company and he does consulting work 
on his own, The Board felt because of his ex- 
perience and because of the tremendous amount of 
first mortgage that we had to place it would be 
very desirable to have his advice and counsel 
and placing power with institutions and the 
arrangement was made with him as an independent 
individual. Mr, Clarke can report when White, 
Weld became associated. 

MR. CLARKE: I believe White, Weld 
became associated simultaneously with Stone & 
Webster Securities Corporation not before the 
lst of September, 1956. 

THE CHAIRMAN: Well, then, in reality 
you gave this option to Mr. Kernan for his know- 
ledge and background and experience in the gas 
pipe line business rather than in the financial 
business, 2s that right? 

MR. CLARKE: No, I believe his par- 
ticular forte is the financing of natural gas 


transmission pipe lines. He had been 
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the chief figure in the firpstereal pipe line that 
was built for natural gas transmission, namely 
Transcontinental Gas Pipe Line, which had been 


built at the end of World War ITI. He had also 


been instrumental in the Pacific Northwest financing 


and in the El Paso Natural Gas expansion programme 
which was substantial and, of course, Tennessee 
Gas Transmission programmes after their initial 
financing, In other words, at about May, 1956, 
as I reconstrue the series of events, Trans-Canada 
had by then realized it could not proceed with the 
financing programme based on an Emerson market 
being included, due to the bog-down at the Federal 
Power Commission hearing. Consequently, it 
proceeded to restudy and assess the markets inside 
Canada, decided it was a good calculated risk to 
devise a plan of financing and proceeded with the 
financing based on no market outside Canada, with 
an expiration date of April 2, 1957, where they 
would pay back whatever had been advanced by the 
Government, 

We just felt we had better go with our 
Front line troops and that, I believe, as much as 
anything, was the reason the Board of Directors 
of Trans-Canada approached Mr, Kernan. 

THE CHAIRMAN: April 2, 1957, was the 


repayment date, was it, under the contract with 


the Government? 
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MR. CLARKE:  welleve so, 

THE CHAIRMAN: Well, then, these shares 
went to vhite, Weld, or half of them, roughly? 

MR, CLARKE: That is my understanding, 
from my recollection of what Mr. Kernan told me 
when I asked him about that. That was a purely 
gratuitous thing on his part, that he had no under- 
standing with White, Weld prior to making that step 
-- to do that step. 

THE CHATRMAN: Well, then, presumably, 
he did it because he was a limited partner, is 
that. 1t? 

MR. CLARKE: That could be a fair statement. 

THE CHATRMAN: Did Stone & Webster 
Securities Corporation get any of those? 

MR. CLARKE: Nose isi, 

THE CHATRMAN: Or Lehman Bros. ? 

MR, CLARKE: No», Sir. 

THE CHALRMAN: Thank you. Mr. Coates, 
I think you said that Northern Gas contract with 
Trans-Canada for the purchase of gas through 
the Emerson take-off was cancelled in June of 
Wee 

MR. COATES: Yes, sir, thatoLe correct. 

THE CHAIRMAN: Because I think you said 
April or May was the date in respect of which the 


contract ran? 


a MR, COATES: Yes, sir. 
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THE CHAIRMAN: Was there any provision 
in the contract for its renewal by either party 
Or bOLN,? 

bin. COATES¢ No, sir, there was no 
provision for renewal. It was a contract that was 
subject. to. cancellation, There was no proviso for 
renewal there. 

THE CHAIRMAN: But without its specific 


cancellation by either party it would have continued 


on? 

MR. COATES: Ne Sie Sd 

THE CHATRMAN: What lay behind Trans- 
cece decision torceancel that. contract? It was 


Trans-Canada who first took the move to cancel the 
contract, am derightemn, thav? 

MR, COATES: Thatels correct, sir, 
Northern Natural had held a hearing in Washington 
that was recessed, it was not carried to culmination, 
and Trans-Canada had attempted -- well, they did 
succeed in getting a further extension from the 
Board of Transport Commissioners beyond April 
30th, which at that time was the deadline. 

After our permit from the Board of 
Transport Commissioners an attempt was made with 
Northern Natural Gas Company to extend the con- 
tract beyond that date even though there was no 
proviso that such must be done. In discussions 


with Northern Natural it would have been 
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necessary for us to re-negotiate the price in ader 
order to carry the Eantreee forward. Tavares J 
tneieariy part of April, of 1955 we had entered 
into a contract with Tennessee Gas Transmission 
Company for a short-term supply to commence ser- 
vicing Eastern Canada. Because of that contract, 
after we were unable to carry on as we felt we 
should carry on with Northern, we contacted 
Tennessee, or rather discussed with them the possi- 
bility of their purchasing gas from us at Emerson. 
That was what prompted the cancellation of the con- 
tract, 

THE CHAIRMAN: In other words you 
changed horses? 

MR. COATES: Ves, in, that. Lsepienc. 

THE CHAIRMAN: For reasons which you 
thought were sound? 

MR. COATES: VES), Mes 

THE CHAIRMAN: Now, I am not sure that 
I got from what has been said this morning, clearly, 
just when the Hudson Bay Oil, British American Oil 


and the Tennessee Gas Transmission Company came 


into being as shareholders. Let us get this 
straight. You have been speaking of Gulf of 
Canada. 


MR. COATES: That is now British 
American. We can change the name as far as the 


record is concerned and speak of B-A which would 
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be easier for us, 


THE CHAIRMAN: {Is there then a Gulf 
of Canada? 

Mite, COATES: No, it was Canadian Gulf Oil 
and they amalgamated; I do not remember exactly when 
it did take place, but it was after this time, 

THE CHAIRMAN: Canadian Gulf was a 
subsidiary of the Gulf O11 Corporation of the United 
States? 

Mi , VONTES s Yes, sir, 

THE CHAIRMAN: And they held one-third 
of the acreage which you had reserved for gas in 
Alberta? 

MR, COATES: Neg a malt. 

THE CHAIRMAN: And that presumably has 
Since become the property of B-A 011? 

MR. COATES: Pha 2S orrecor sare 

THE CHAIRMAN: I am not clear just when 
Hudson Bay O11, B-A Oil and Tennessee Gas Transmis- 
sion came into the picture, if you look at page 32 
of the prospectus, with the 327,790 shares each or 
lf per cent each. 

MR, COATES: Under the agreement + 
that Trans-Canada entered into with 
Tennessee Gas for the placing of the steel order, 
previously mentioned, on November lst, 1955, 
Tennessee acquired the right to purchase a number 


of shares that would make them comparable at least 
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with Canadian Delhi and the Western group. The 
other purchasers of shares, Hudson Bay Oil & Gas 
Company, Canadian Gulf (now British American) and 
Tennessee purchased the major portion of those 
Shares shown on page 32 of the prospectus in 
February of 1956, being February 9, 1956. Hudson 
Bay was a holder of some shares prior to that time; 
Tennessee was a holder of some shares they bought 
between November 1st and January lst of 1956; 


that is November lst, 1955, and January 1st, 1956, 
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THE CHAIRMAN: That was confusing me 
because -- well, what I would like to know is, 
what the figure was that Tennessee Gas Transmis- 
Sion would have had to purchase -- the number of 
Shares to bring them up to the holdings of the 
Canadian Delhi? 

MRe COATES: Just a moment and I believe 
we can find that figure. There is, approximately, 
500,000 shares. 

THE CHAT RMAN: Approximately 500,000? 

MR. COATES: If , you would notice on the 

, 
prospectus, page 32, Canadian Delhi owned 497,040. 
The Western Group, as a group, owned that same 
Quantity, so Tennessee would have had to purchase 
that quantity to have been an equal shareholder. 

THE CHAIRMAN: I am still confused. If 
that is the listing, what happened to the Western 
Group shares? 

MR. COATES: Well... I believe; sir, iak 2 
group the shares were distributed to the various 
concerns. The Western Group no longer continued 
as the Western Group. Mr. Nesbitt was one of the 
partners of the Western Group and, I believe, he is 
in a position to tell you more about that. 

MR. NESBITT: That: 28 Gorrect.. Ours were 
broken down into smallish holdings, so we were not 
a principal shareholder in comparison with these 


others; no individual was. We discontinued the 
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Western Group as a group when these other interests 
Came wm, | 

THE CHAIRMAN* Then these principal share- 
holders totalled 76.77 per cent; the balance would 
be held by the individual shareholders who were part 


of the Western Group and to whom the shares of 
thesWestern Group had, prior to this date, been ‘dis- 
tributed. Is that correct? 

MR PehNES BET. TAaG Ue Correcy,, Sim, 

THE CHAIRMAN: Then the option was really 
given, the right to purchase was given to Tennessee 
Gas Transmission, I believe, and then Gulf of Canada, 
as 1t then was, and Hudson Bay pried the shares loose 
from*Gulf of Canada, bs hat. rien? 

MR. COATES: Brom Tennessee . 

THE CHAIRMAN: From Tennessee. 

MR. COATES: They entered into some sort 
of an agreement -- I was not a party to it andl 
cannot talk of my own personal knowledge of it. 

THE CHAIRMAN: Is there anyone here who 
can do so? 

Mnf) PAT ELLIO Mr. Brown of Hudson Bay 
is in the audience. He is a director of Trans- 
Canada or was, at that time, president of Hudson 
Bay. 

MR. McNEILL: That information is avail- 
able and we can easily file with the Commission a 


series of agreements that were executed on the 8th 
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and 9th of February, 1956, some of which agree- 
ments were simply Be tiene Canadian Gulf, Hudson 
Bay and Tennessee, and some of which included Trans- 
Canada, and some of which included Canadian Delhi 
and the Western Group. it Was, “n fact, on the 
Qth of February, 1956, a rondelais that resulted in 
these respective holdings of the various groups; 
Canadian Delhi Oil Limited, Hudson Bay Oil amd Gas 
Company Limited, the British American Oil Company 
Limited, Tennessee Gas Transmission Company, shown 
on page 32 of the prospectus with the remaining 
Shareholders constituting the Western Group and the 
remaining shares owned, not as a group, but in- 
Gividually. They had an agreement which was some- 
what tempered to the original to have its share 
equal to Canadian Delhi. This resulted in l/ per 
cent to Tennessee Gas Transmission Company, and a 
Similar amount to Hudson Bay Oil and Gas Company 
and a similar amount to Canadian Gulf, as it then 
was, 

THE CHAIRMAN: I think the Commission is 
interested in this, and should be, in my opinion: 
these three companies, Hudson Bay, Tennessee Gas 
and British American Oil at this time, whatever 
their holdings may be now, but at this time held 
a total of 51 per cent of the outstanding capital 
stock, the voting stock of Trans-Canada Pipe Lines? 


MR. McNEILL: That is right. 
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THE CHAIRMAN: I think we would like 
to know why and how? What hay rbebind. all this? 
Tennessee Gas Transmission got the right to pur- 
Graces Nom icons deravtony,, inter alla, yi sesuppcse, 
alk theysteel =- getting the pipe. Was that all? 

MR. McNEILL: Tennessee came into. the 
pueture, a5 Mm. Coates -nas,.deseribed to.yeu, gages 
earlier than Canadian Gulf and earlier than Hudson 
Bay Oil:and Gas but, with the exception of a small 
number of shares that Hudson Bay Oil and Gas did -- 
with the exception of a small number of shares that 
Hudson Bay Oil and Gas held as a late member of the 
Western Group. 

THE CHAIRMAN: Was Hudson Bay a producer 
ofncgasinhAlberta? 

MR. COATES : Ves; sir, that 2s PLenr.. 

THE CHAILRMAN: And you were committed 
to Hudson Bay to purchase gas from them? 

MR. COATES : Yes: 

THE CHAIRMAN: And was Tennessee, in any 
way, a producer? 

MR. COATES: Noteat thas wobme put ename 
become so since. 

THE CHAIRMAN: Then, this arrangement 
became, to the extent, at least, of 134 per cent, 
leaving Tennessee Gas out, 34 per cent of the stock 
ownership of the company went to your principal pro- 


ducers? 
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MR. COATES: Thatveis correct. 

THE CHAIRMAN: Who then --- 

MR. COATES: You: have Delhioalsorin 
eHeres Guiey-are producers also “Lypélleve; sir, 
that Hudson Bay, Canadian Gulf, came into the pic- 
ture as producers in an attempt to lend whatever 
assistance and whatever they could do toward get- 
ting the job completed and getting it right so they 
could Start selling some gas. - TL believe, Tennessee 
Gasbcame into the picture in an! effort to (assist in 
whatever way they could to get the show on the road, 
soetuney coulds®punchase gas¢ 

MHE CHATRMAN: Sf Uwhil not. quarrelewion 
that. They helped, materially, with getting the 
show on the road with these holdings? Is that not 
COrrec te 

MRE YCOATES? That dseright. 

THE CHAIRMAN: And, therefore, they stood 
to lose, substantially, if the deal proposed by 
Industrial Development Bank to lend $70 million on 
convertible debentures went through because, in that 
way, their equity -- I do not know what the conver- 
sion rate was, but you can tell us -- DULY La any 
event, their equity would be substantially diluted 
if the bank had completed its negotiations? 

MR. COATES: The negotiations with Indus- 
trial Development Bank had all ceased long before 


these people came in; that transaction took place 
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in the early part of 1955, that is, the negotia- 
tions with the Industrial Development Bank. These 
people, Tennessee, came in in the latter part of 
1955. The other two in the early part of 1956, 

a year after our negotiations with Industrial De- 
velopment Bank had ceased. 

THE CHAIRMAN: What option did Gui ef 
Canada, of which you spoke, or Mr. Nesbitt spoke, 

EP etninis and: To asied vyouxabout that, L thinks Mr. 
Nesbitt, what option did Gulf of Canada then have 
with Trans-Canada, because it was one of the primary 
Pacvors in bracing thelr feet or, au Jeder,. they 
braced their feet, if I may call it that, against 
the Industrial Development Deal. How did they get 
into it if they were not shareholders? 

MR. COATES: After the negotiations with 
Industrial Development Bank ceased and there was no 
arrangement made with Industrial Development Bank 
ceased and there was no arrangement made with Indus- 
trial Development Bank to borrow money or sell other 
subordinate debentures or anything else. We did 
enter into a contract to purchase gas from Canadian 
Gulf. That was in the fall, October of 1956. 

MR. PATTILLO: 1956 or 1955? 

MR. COATES: 1956. 

THE CHAIRMAN: 1956? 

MR. COATES: I beg your pardon, p13 01955. 


THE CHATRMAN: 1955; so they braced their 
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feet as a producer. 

MR. COATES : Vee, Cars They were not 
a Shareholder in Trans-Canada during the negotia- 
tions that were carried on with the Industrial 
Development Bank. 

THE CHAIRMAN: po- that, in reality, 
you get down to this: that the Gulf of Canada, a 
subsidiary of Gulf Corporation -- is that correct? 

MR. COATES: Yas, sir. 

THE CHAIRMAN: --owning various acreages, 
or whatever we call them, of gas in Alberta, were 
able to say to you and to the Industrial Development 
Bank that they would not go along with the deal which 
forced you out of business temporarily? 

MR. COATES: Or could have forced us out 
of business permanently with the Industrial Develop- 
ment Bank being the principal stockholder of Trans- 
Canada and controlling Trans-Canada. 

THE CHATRMAN: Would have forced you out 
of business only because your producers, which were 
primarily oil companies, would have said, "We will 
not sell you any gas"? 

MR. COATES: Well, Gir, I do not-belteve 
our having done business with Industrial Development 
Bank would have forced us out of business. How- 
ever, it would have put Trans-Canada in a position 
so that on conversion of the convertible debentures 


the Industrial Development Bank would have owned 
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eontrol of Trans-Canada. 

THE CHAIRMAN : That is what I was getting 
at amoment ago. That being so, Mr. Coates, I 
DUT Lb vO you: what possible reason could Gulf of 
Canada, or any producer, have to object to control 
being in the Industrial Development Bank if that 
was the method that had to be used to finance the 
company? How did they acquire such a strong posi- 
tion? 

MR. COATES : My experience with oil-pro- 
ducing companies is that they are all a very strong, 
free enterprise by themselves and do not like to 
do business with government, if they can -- as a 
partner of government, so to speak. 

THE CHAIRMAN’ I cannot understand how 
a company, even though it may be an oil company, 
holding rights to one of our natural resources i) 
this country, could take the position that it would 
not sell gas to a company such as this because it 
was controlled by the Dominion Government? 

MR. COATES: I am not connected with that 
company and, of course, have nothing to do with 
their podicies., [ believe that, perhaps, they 
are going to appear at a later date and maybe 
they could answer the question. 

THE CHAIRMAN: I certainly hope they do 
and will. But have we the facts straight, regard- 


less of what conclusions we draw, we have the facts 
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straight? 

Mm. CORTES: Yes, sir. 

THE CHAIRMAN: Thank you very much. 

Meat BavoL lL Lo? 

Mi. RASTTLLO.s Q. Well, now, gentle- 
men, I would like to move on to the situation from 
December 31, 1956 through the year 1957. First, 
were any options granted to any person to acquire 
Shares in the capital stock of Trans-Canada during 


the year 1957? 


MR. BERRY: Veen, clu. 


Q. To how many individuals or partners 
or Tirns? 

MR. BERRY: A total of eight individuals. 

Q. Were all those individuals associated 


with Trans-Canada as officers? 

MR. BERRY: Yes; Sag. 

Q. Would youplease give us i==- 

MR. BERRY: All of them are officers or 
key employees of the company. 

Q. Will you give us the names of the per- 
sons and the position they occupied with the company 
and the date on which the option was granted and 
the number of shares to which they were entitled? 

MR. BERRY: On February llth, 1957, an 
option for 7,500 shares at a price of $10 per share 
was granted to Mr. A.P. Craigs i belteve that the 


option agreement with Mr. Craig had been filed in 
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the binder of "Contracts Other Than Gas Bale 
Contracts. 

Q. That agreement was dated the llth 
or Fepruary ywelo57? 

MR es BERRY s Tac Levcorrect. 

Q. Mr. CraLg's position with the com- 
pany was what? 

Mie -BERRY : Mr. Craig is vice-president 
responsible for sales. 

Q. Did Mr. Craigvexereise this option in 
whole or in»part? 

MR. BERRY: pe vexXerci sea Lorin woe pervs 
on May 2end, 1957, to the extent of 2,500 shares, 
and on. July )5i,) LOS7yto the extent of §, 000) shares, 

Q. Has, Mie, Craie disposed of any of 
these shares? 

MR. BERRY: Mr. Craig has advised me that 
he has disposed of a total of 4,500 of these shares; 
between May and July, 1957, that a large number of 
3800 were disposed of, and in February, 1958, he 
disposed of 700, for a total of 4500. 

Q. Leaving him with 3,000 shares? 

MR. BERRY: That is what he has advised me. 

Q. What is the aggregate price he has 
received for these shares? 

MR. BERRY: For a total of 4500 he has 


received, approximately, $170,000. 


Q. In addition to Mr. Craig, in the same 
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binder, I find an agreement dated the 7th March, 
1957, with Mr. Noel John McNeill. Who is Mr. 
McNeill? 

MR. BERRY: Mc. MoNeL Tio is vice 
president, general counsel and secretary or the 
company. 

Q. Under that, he was entitled to exer- 
CISeRan OptLLOn to -acduare 5,000 Sharce. 

MR. BERRY: Ves sce, 

Q. At a price of $10 

MR. BERRY: cs aaa Se BY ae 

Q. Did Mr. McNeill exercise that option 
in whole or in part? 

MR. BERRY: Mr. McNeill exercised that 
option, entirely, on May 30, 1957. 

Q, Has he disposed of all or any part 
of the Shares? 

MR. BERRY: Mr. McNeill has informed me 
that he has disposed of 3,000 shares. 

Q. And for an aggregate price of what? 

MR. McNEILL: I cannot answer that at 
the moment because my records are in Toronto and I 
am here; some of these shares were sold at $36 and 
some at $44, and it would be either the last days 
of May or the early days of June -- it is May. 

THE CHAIRMAN: Can we not take it as part 
of personal remuneration? 


MR. PATTILLO: @. In addition to Mr. 
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Craig and Mr. McNeill, what other options were 
granted? 

MR. BERRY: On September le, 1957, the 
directors of the company approved a stock option 
plan for key employees of the company and satis- 
fied the balance of the 50,000 shares; satisfied 
for this purpose and mentioned in the prospectus. 

That would have been a balance of 37,500; 
of that balance the following options were granted 
under agreements dated September 12, 1957 at a 
price of $29.28 per share. 

Q. How did that price, on that date, 
compare with the then market price? 

MR. BERRY: That, under the terms of 
the option plan, was a quoted market price in Tononte 
gathered from six different firms of dealers and 
averaged as to the share, in the granting of the 
option. 

Q. And that was between several em- 
ployees, key employees of the company? 

MR. BERRY: A. total on s2x. 

Q. I do not think we need the names. 
The financing of the company was done in February, 
1957 and the prospectus relating to that finan- 
cing is dated February 13. 

MR. BERRY: Yes, the date of the pros- 
pectus is February 13, being the date it was filed 


with the Securities and Exchange Commission in 
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Washington and, concurrently, was filed with the 
proper Security Commissions in Canada. The actual 
date of the public offering was the following day. 
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Q. That would be the 14th? 

MR. BERRY: February 14th, St. Valen- 
tine's Day. 

Q. The company really got a Valentine, 
didn’t they? 

Mike “SIRE: Te so UBU LS AOL. is ies 

Q. Now, I just want to ask this question 
and perhaps Mr, Nesbitt will answer it: 

Prior to February 14th, to your knowledge 
was there any market in Canada for the shares of 
Trans-Canada, over-the-counter market? 

MR. NESBITT: There may have been, sir. 
Some dealers will trade a security on an if-as-and- 
when basis. 

The underwriting group that are shown 
here did not trade. .AS a matter of policy, we.do 
not cwrade am issue, prior to. the offering, but. there 
are dealers who will quote the market. I don't know 
thad 1s» did napoen «in. this. case, .but, de skeo quire 
GOoneeivable . 

Q. Just in connection with that Mr. 
Nesbitt, I think you were also associated with the 
Westcoast Transmission offering? 

MRe NESBITT: Vege ei a2 

Q. Do you know whether or not, in con- 
nection with that offering, there was any over- 
the-counter market for the shares in Westcoast 


Transmission before it was offered to the public? 
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MR. NESBITT: I believe there was, sir. 

I heard it said that there was an over-the-counter 
market in that, but whether there was in Canada or 
not I am not sure. 

Q. Can you tell the Commission where 
it could obtain evidence of over-the-counter trans- 
actions in both Trans-Canada and Westcoast Trans- 
mission before the dates on their offerings? 

MR. NESBITT: DV don *tothimkeicéuid 
answer that right now, sir. I think we could make 
inquiries as to what dealers might have traded in 
an over-the-counter way and have them called as wit- 
nesses, but none of us who were directly associated 
with this financing, as I say, as a matter of policy, 
trade in issues prior to the public financing. 

Q. You see, I happen to have personal 
knowledge of an over-the-counter price of more than 
$20 in Trans-Canada in January of 1957, and I was 
wondering whether that was a general price that was 
throughout Canada, to your knowledge, or whether it 
was just in an isolated area, 

MER NESBITT: I would say it was an iso- 
lated area, sir. We did not make this offering 
until February 14th. 

Now, in January, whoever was trading would 
not even have known what our final plan was. How 


could they deliver shares? 


Q. Well, will you make inquiries, Mr. 
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Nesbitt, and see what you can get for us as to 
over-the-counter prices in both these stocks before 
their issues were available to the public? 

Met NESBITT: I could make inguiries 
alongs those-lines; ‘sir, buv' D don! te know how reald's= 
tLe> That. situation is; 

How could a dealer, although they will 
quote a market, give you a price of $20 a share in 
January, when he does not even know we are going to 
issue shares? in fact, when’ we came (to the public 
offering, we did not issue shares, as such; we sold 
units, debentures, with shares attached to them and 
they were not attached for a period of months. 

THE CHAIRMAN: Maybe the dealer got stuck. 

MR. NESBITT: Meat Ls quite possiple’. 

THE CHAIRMAN: But we ought to be able to 
find out, Mr. Nesbitt, what Mr. Pattillo wants. 

They would sell them on a basis of delayed delivery 
over the counter. Perhaps there were some people 

who would know what the over-the-counter specula- 
tion was prior to this issue and prior to Westcoast's 
issue. In your experience, you know that is done. 

MR. NESBITT: There are dealers who will 
call an over-the-counter market. I have never 
dealt in shares prior to the public offering and x 
do not know how realistic that market is. 

That is why I have been a little pit ve- 


hement on this point as to how realistic this market 
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is that is traded before an issue comes to the 
market. 

MR. oPATTILLO: Q. Well, you see what 
youucaneiindscut foruude 

ME. NESBITT: Very 200d, sin .S4Could you 
disclose the market that was quoted to you, to me? 

Mii PAPPELLO: You know, Mr. Nesbitt, I 


am here to ask questions --- 
---(Laughter) 


MRe os PAPTELLG: Q. Now, would you please, 
Mr. Nesbitt, or Mr. Clarke, would you please explain 
toaus the-.financing that. was.covered, by this prespec- 
tus and exactly the events leading up to it and what 
happened, showing the percentages that the U.S. 
investing took in each instance and the percentages 
that the Canadian public took? 

MR. NESBITT: As soon as we had sufficient 
purchase and sales contracts to establish that we 
could support securities in a manner that would be 
interesting to investors, we designed -- Mr. Kernan, 
frankly, designed this capitalization, which was 
accepted by the finance committee of which we have 
explained Mr. Atkinson was the chairman. 

The original concept was that we would 
issue $144 million of first mortgage bonds and 
$90 million of so-called units, which would consist 


of $60 million of debentures, with $30 million of 
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common shares at $10 a share. 

The Canadian underwriters proceeded to 
approach the investing institutions in Canada, and 
the United states underwriters proceeded to approach 
the investing institutions in the United States, 
both with the intent of selling $144 million, with 
DrLOorLity to the Canadian-insti tutions. 

That is, the Canadian market, it was 
agreed between the U.S. and Canadian underwriters, 
would be given all it would take. 

My estimate at that time was that we could 
place about $25 million of first mortgage bonds in 
Canada. We turned every stone, I think, that was 
in the path, and I know our associates in the States 
did the same thing, and the market conditions at that 
time were not very receptive to this issue. hia 
point of fact, we were able to sell only $94 million 
to investing institutions. 

The Suez crisis had taken place and we were 
a pretty desperate group of chaps at this point, and 
we persuaded the group of shareholders who have been 
sponsoring this company to take approximately $10 
million of these first mortgage bonds on a prorated 
basis. 

That brought us up to $104 million and 
Mr. Kernan was able to arrange a bank loan with three 
United States banks for $20 million, secured by first 


mortgage bonds. 
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That brought us up to $124 million, in- 
eluding the bank ee 

So we, as I say, covered the waterfront 
and that was the limit of our ability to place first 
mortgage bonds. We made up the difference by add- 
Le wows UALS. We increased the unit sale to 
Sites 1/2 milion. 

At the time that we were having this diffi- 
culty with the first mortgage, we told our associates 
in the United States that we thought we could place, 
in Canada, approximately $60 million of the origi- 
nal $90 million which we were proposing to raise, 
tieene “orm of unite at that time and, Subsequently, 
when we raised the sum to $112 1/2 million, we 
advised our associates that we felt we could handle 
$81,250,000, I think was the figure, and that is 
how the issue was marketed: $81,250,000 in Canada; 
$31,250,000 in the United States. 

Would you like me to disclose the sales 
of first mortgage bonds in the two markets? 

Q. Yes, if you would just tell us. 

MR. NESBITT: We placed, in Canada, but 
not all in Canadian dollars, we offered the insti- 
tutions the opportunity to buy either Canadian or 
U.S. pay, and we placed in Canadian institutions 
and including the shareholders who took first mort- 
gage bonds in Canada, $32,860,000 and the United 


States placed, including the bank loan, $91,140,000, 
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for a total of $124 million, including the bank 
loan. 

Of Canadian pay, there was $23,010,000 
and, in U.S. pay, $80,990,000. That is exclusive 
of the bank loan, which, of course, was U.S. pay 
as well. 

Q. Witd you explain tolus the sienigi- 
cance of the note purchase agreement made with 
certain shareholders and referred to on Page 73 540f, 
the prospectus? That is most unusual in such a 
Pinencing, isn eeieirMr. Nesbitt? 

MR. NESBITT: It is; and it was uncomfor- 
table perooy 

In spite of what we considered a very good 
project and very good presentation to the investing 
institutions, they still felt that there was a real 
hazard in interest payments in the early years, and 
they invited us to show our confidence by guaranteeing 
the interest for the first couple of years; and we 
were unable to sell our first mortgage bonds without 
this guarantee. 

We were able to limit it to $21 million. 

Q. And the companies are set out on page 
33 of the prospectus as to the proportion of the 
guarantee in which they are severally liable, is that 
right? 

MR. NESBITT: This is a prorated division 


of that, sir, according to the shareholdings of this 
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Corporave envity. 

Q. Welly, WHAG "ra To? is "lt "a Jemec 
ana "several llability? Could any one person in 
this group be called upon to pay the whole amount 
of the interest? 

NR NESBETT: i*am relteved to say na. 
Site oy te severar. 

Q. And even if those persons listed 
there disposed of their holdings, are they still 
severally liable to the extent shown here? 

MR, NESBITT: Yes. 

Q. For example, Tennessee Gas Transmis- 
Sion Company, according to page 33, has a 17 per 
cent liability to the extent of $3,570,000. I 
understand that Tennessee Gas Transmission Company, 
according to the newspaper, has disposed of its 
holdings in Trans-Canada, is that correct? 

MR. NESBITT: i believe that 1s correct. 

MR, McNEILL: Tat IS “corrpecs, 

MR. COATES : That Ls correcv. 

Q. Nevertheless, it would still be on 
this guarantee to the extent that I have mentioned? 
MR. COATES: May I answer that? 

Q. Yes. 

MR. COATES: And elaborate somewhat on it? 

Q. Yes. 

MR. COATES: It is my understanding they 


have disposed of this obligation to the Home Oil 
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Company. However, should the Home Oil Company not 
be able to perform, chee Tennessee Gas is stili 
iPrabite 

Q. In other words, as between the holders 
of securities, the company has not been able to 
avoid’ its final liability but: it has ‘attempted to 
pass it on to Home? 

MR. COATES: That is correct. 

Q. And do you know whether or not that 
also applies to the shareholdings of Hudson Bay Oil 
and Gas Company Limited which, I understand, has 
also disposed of its interest? 

MR. COATES: We have been advised that 
that is so. 

THE CHAIRMAN: Q. Disposed of its inter- 
Sst Slsoi tol ‘the: Home> OL? 

MR. COATES : Dome part OF ity) six. uL 
don't know how much. 

MR. PATTILLO: OQ.» Now, would you ‘explain 
to us about the various closings that have occurred 
under this original financing and how many closings 
still remain, when that will occur and the quantities 
involved? 

MR. BERRY: Mr. Pattillo, the equity 
closing took place on February 26th, 1957, at which 
time proceeds from the sale of the units was re- 
ceived by the company in a gross amount of $112 1/2 


million. 
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Now, in connection with the sale of the 
bonds and of the bank loan, on page 25 of the pros- 
pectus and also in Schedule A to the bond purchase 
agreement, which I understand is filed as well as 
the financing documents, is set forth the schedule 
of the sale: of the Canadian and U.S. series bonds, 
with the first one at that time scheduled to take 
place on June 3, 1957, which actually took place 
astew days later; the second on September 35, 1957, 
which actually took place towards the end of August, 
and the schedule for 1958 is on May lst and August 
fet, 2 total of four bond elosings. 

The detailed amounts involved are shown 
on page 25 of the prospectus. 

Q. Mr. Nesbitt, would you or Mery Glarke 
explain a little more clearly about this bank loan, 
the reasons for it --- 

MR. BERRY: I should add to what I have 
said that the amounts on page 25 total $104 million 
and, added to that, would be the $20 million bank 
loan, which is taken up at these four dates in the 
same proportion as the bonds were taken up. 

Q. As I understand it, you were not able 
to dispose of these additional bonds so a bank loan 
was arranged instead, and the bonds you had hoped to 
sell were put up as collateral for the loan? 

MR. NESBITT: That is correct, sir. 


Q. Would you explain the significance 
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of that in the company's financial structure, the 
difference it means in not being able to dispose 
of the bonds and having the bank loan instead? 

iL didn*t notice the time, Mr. Nesbitt. 
Perhaps we can break off now for lunch and resume 


With this question afterwards, 
THE CHAIRMAN: The Commission will now 
adgourn*untid 2,00.0' clock this-af ternoon- 


----Whereupon the hearing adjourned at 12.15 P.M., 
Brita KenOOnr eM. 
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---On resuming at 2.00 p.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. 

Mr. Pattillo, before you request the 
easwer trom Me, Nesbitc,. 2 think 1D was, co your 
dase question this morning, LI did not nave 2 cnance 
to speak to you during the luncheon break, but I 
would like to pursue that path of inquiry that I 
started this morning with Mr, Coates and Mr, Nesbitt 


with respect to Gulf O11 from the point of view 


of the Hudson's Bay O11 Company and Tennessee 
Gas Transmission Company. I wonder if you and 
Mr.McNeill could get together, perhaps later this 
afternoon -- I don't know what the documents which 
Mr. McNeill spoke of this morning will show -- but 
I think the Commission should have the evidence 
brought before it which would indicate the principal 
shareholders of Tennessee Gas Transmission and of 
Hudson's Bay. We would like to pursue that a 
little further and I will leave it to you and Mr, 
McNeill to get the proper witnesses before us, if 
they are not here. 

MA. PATTLIOLO: Thank you, Mr. Chairman. 

Q. Mr. Nesbitt, you were just going 
to explain the significance of the bank loan and 
what it meant to the company as opposed to its 


selling the bonds which it put up as collateral. 
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MR. NESBITT s. - With your concurrence, I 
would like to ask Mr. Clarke to answer this question, 
sir, because he is closer to that negotiation. 

MR. CLARKE: Mer, Pavetlio, £ dente want 
to make a speech but I wanted to get the facts in 
connection with the placement of the bank loan firmly 
and correctly placed, 

TNs original financing pian —-— waren. 
incidentally, was one of the things we hired Mr. 
Kernan to do -- involved $144 million in first mort- 
gage bonds. At the time we started placing those 
bonds and getting indications of interest from 
institutions, we went about it in a usual way, I 
believe, for 2 lLaree Tscue Of This 2176, ona 
blueprint company, namely, a construction project, 
basically, and you look for a leader. The other 
principal thing that the finance committee of Trans- 
Canada hired Mr. Kernan to do was to assist:in the 
placement of the senior money. More through his 
efforts than anyone else's, Trans-Canada was able 
to obtain an indicated interest of $40 million of 
first mortgage bonds from the Metropolitan Life 
Insurance Company. 

Q. How much, Mr. Clarke? 

MR, CLARKE: Porta ds liom dollars, 

Q. Did they ever consider taking any 
higher figure? 


MR. CLARKE: We asked them if they would 
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govhigher and they said, if they did, it would be 
only perhaps another $5 million. It did not ~o 
higher, 

From there on -- and that would be some 
time in late September, I believe -- from that 
point on, we then, as a result of a previous in- 
vitation extended by Lehman Brothers, White, Weld 
and Stone & Webster Securities to join with us in 
acting as agents for the company in the placement 
of the bonds and to participate with us as co- 
managers in the underwriting of the units, the 
three, Lehman Brothers, Stone & Webster and 
White, Weld, proceeded to contact other major in- 
stitutions in the United States, and one of the 
problems was not only the placement in dollars of 
the principal amount of investment but at what rate. 

We started off with 4-3/4 per cent in 
the initial contacts with Metropolitan. The 
money market fell out of bed over the next two 
or three months and we ended up with 5-1/4 per 
cent, although the Metropolitan said they would 
go, auathiper “een & Wt we: could get ithe rest of tae 
institutions in the United States to do likewise. 


Now, we come down to the point of taking 


Stock -- and I don't know whether this would be in 
October or November -- and we decided that we could 
not do $144 Midalion, It looked, however, from 


people who still had not said no and were Soi ey 
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considering and had not said no or yes, that we 
might be able to do $129 million. 

Another few weeks go by, and, in the mean- 
time, we had been to the Board of Transport Com- 
missioners in Ottawa for renewal of permit, or 
extension of permit, and then we realize we cannot 
even do even $129 million and, thinking and casting 
about one day on the plane back from Ottawa, or 
Toronto, we suddenly lit upon the idea of let's 
try to place these bonds -- to what extent we could, 
we did not know -- with banks, on a 5-year bank 
loan basis, with the first mortgage bonds to be 
security. 

It turned out that we could, to the tune 
of $20 million, and that is why we ended up with 
the actual capitalization and why the bank loans 
came into being. 

9}. So the effect of it is that, rather 
than having a long-term loan to the extent of $20 
inillion, you got a five-year short-term loan? 

MR, CLARKE: Right; with, obviously, 
if those bonds are not permanently placed by the 
time five years expires, you face re-negotiating 
a bank loan or paying it off by issuing additional 
first mortgage bonds to take care of it. 

I might say negotiations are pending 
right now so that, of the bank loans taken down, 


namely, $7,262,000, if my memory is correct, we 
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will place permanently, with an institution, 
$7 million of those bonds which are now security 
to a like amount of bank loan 

Q. Well, in the light of what you have 
told us about the difficulties you have had in your 
proposed financing and the changes that you had to 
make to bring it about, getting the moneys you de- 
Sicemi. WOULd 76) pe Pein -t6 say that this plan 
would have had no hope of success if it had not 
been for the Government agreement to build part of 
the line? 

MR. CLARKE: L thin rou ay I am not 
Sure -- it turned out that the agreement that was 
made with the Government is as it is, whether it 
was that or something else; but I do think that 
is a fair statement. It immediately took away 
from the company and the underwriters and its 
agents for placing bonds the necessity of finding 
approximately another $125 million somewhere. 


Q 


~Ye 


And. would it De. TatrstG@ ssaweaas tt, 
even with the agreement of the Government to build 
part of the line, the plan still would not have 
been a success if the Government had not given 
the short-term loan in 1956? 

MR. CLARKE: “NOs. &- Comets Chive eo lL Low, 
THat TS why . saad ho. T don! t- think <0 uate 
follow your line of reasoning. 


Q You think that all the short-term 
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loan did was enable the company to start its opera - 
tions a little ae 

MR. CLARKE: Thais. riehts basically, 
that is exactly what it did. 

Q. But: you, don! ty think» thats that 
financial assistance from the Government in any 
way enabled you to sell the securities more easily 
to the big investors in the States? 

MR. CLARKE: Oh, no. ‘That $80 million 
limit that was arranged with the Government was 
nothing but borrowing a little time. IT. think, 
if anything, it may have brought Trans-Canada to 
the realization that they just had to go ahead on 
Canadian markets and find, somehow, a plan of 
financing and consummating it before April 2nd 
of the following year. 

Q. Whether they could get a permit 
to go through Emerson or not? 

MR, CLARKE: That is right. They had 
already -- the original group had already put 
S7ami liion om $8:+midiliom dnto tethneandsr id tad 
not been for the additional $7 million or $8 
million which came in from Tennessee and Canadian 
Gulf and Hudson's Bay, they wouldn't have had the 
money to even put up their 10 per cent in making 
that arrangement with the Government, unless they 


had gone somewhere else and got it. 


Q Would this have been a much easier 


anise 7 . a 
: ae 
’ | i AR Aiea ae a au 
peat ai aie BE Site wate 
seat 3 jn gee: 4% ee aa ve aill 


apis! oi. dr tee 6D i hehe sonata setonagha 


Hie ith 
ace 
y 


witbeee arn siabeaaie gt fees ay How: ‘holders vow 


= 


“eae hae oe ike seusasue aed oe. oF 


we 


Lh gam ae ae Washer eV LEN Mu ces 
Litany We EF Rh ltis Fy de nl SN ae im! a) TARA 
Po RE Lilet Cae. eae 5 RE ean! aa tb. 
. | 


5 DUM fl 
Svea: Bet rhbahw Devers. ae% aed: apn | 
ee we bee 
fay | 


+h na eee Sty ere 
bet! d, peers B: er LR een dud _galsitort 


via Lect) GARDE Bett” apa i teapedsityns 2 
SAS UE ig a ised EL ae VUuiltaiuM ANY Ss de fi | | 
sis) Wake Ru ) oF ban te oi eet Seay bien Liege; at q 
eae (bie a gtanoe Bee ris! ad eos, agthensd 
"ae Fae alae ba te ommmecoo: bite antonenkt 
3 “Spmouy. gatwos Lot. odd ae | 
thei. @ Foy ‘binpeo Yedy wertedy oo 5w 
; | 
ORL. Seo. eecertenet. i Haupt a oF | 
iat yor pa 7 haa diet or ee ie oe “PIAA, AM | 
a a ; Yésont 4 heel onary: t Srky See ond i” “yogente | 
Sone es rats hier ; nt 
bay dt LE bem ae one sek Che Bes ce “hog Stim ve 
i “Bene aban ‘baeio se rho ae npad ton | 
“ahaa | ink ene saint siete mnt Bile botittn 
; per b anu 9 vie cy lets “ol ¢oiNe ayaa a) nbpbul bas La | 
: silt — pine Te ele a on ‘header gs ar r duet | POVSs ot, _eenoM, 
ue ae ea Setinetove a: oth Bbw: daoennenys ‘tend 
Ay Ae aie: eee ul 
Paes | Mee 3 dby: Deve wal 6 saeerey ge a 


selene tom $ bed aaa feted amass a ‘s ae “t 
SR A af Coy fern Me LO ee MAT, 5, Thats A 


ANGUS, STONEHOUSE & CO. LTD. ee 
TORONTO, ONTARIO 


thing co sell if the permits to export and import 
at Emerson had been achieved before the financing? 

MR, CLARKE: Ee BCULSVEEESS 

Q. That was the reaction you got 
from the big private investors whom you were 
seeking to interest into going into the matter? 

MR. CLARKE: Yes, it comes right down, 
amongst other things, to a simple matter of earning 
the interest on the senior debt by having a 
200 million a day load going through on a high 
load factor, instead of having to end up with an 
income note. 

Qe When did it become obvious to 
you Mc (Clanke:, that as and when a permit to 
import at Emerson was going to be obtained was 
something that nobody could forecast? 

MR, CLARKE: It became obvious to me 
on the opening day of the hearings which finally 
took place in February of 1956, after delays, 
some expected and some not, whether the hearings 
might have started as early as November of 1955. 

Q. Was the reason that this permit was 
being indefinitely postponed the fact of the opposi- 
tion of Northern Natural Gas and its associated 
companies? 

MR. CLARKE: I believe Northern Natural 
Gas is one of the intervenors who opposed. It 


was not just Northern Natural; it was not because 
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ANGUS, dyad & CO. LTD. 2043 
of Northern Natural. It was just the name of 
one of three or four companies oe opposed it, 

Q. Now we get by the period of 
financing and we are at the Present dayautoday. 
Looking at page 30 of the prospectus, how many of 
the Board of Directors disclosed on that page, the 
names of which we went over this morning, have 
resigned as directors of the company? 

Mian GCOATES: ifpccmay Mose Ratiadto:, 
while we get the information. 

There have been three resignations from 
the list shown in the prospectus. 

Q. Jno are they and when were the 
resignations received? 

MRy -GOATESS Mr. H. R. Milner, January 


ee i keire 


MR COATES: Mr. Gardiner Symonds, 
June 12, 1957, andi. By CenBrowns Augipeeds 01057. 

When Mr. Symonds resigned, he was replaced 
on the Board by Mr. O. W. Ward, who is a vice- 
president of Tennessee Gas. 

Mr. Ward resigned from the Board on 


November 7, 1957. 


‘ae who replaced him? 
MR. COATES: Well, there were three 
resignations -- well, I don't know who replaced 


who, exactly. 
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Q. Perhaps I could put it this way: 
did any person from Tennessee come on the Board 
to replace Mr, Jard? 

Mi, COATES: No, Sir, and noone cane 


on the Board to replace Mr. R. C. Brown of Hudson's 
Bay when he resigned; that is, no one from the 
Hudson's Bay Company. 

Q. And did anybody come on to replace 
Mr. Milner from the group that he represented? 

MR, COATES: No. (Sar, 

Q. Now, wio are the three new directors? 

Din COATS. There are only two, sir, 
Loereeis Stills vacancy of one. 

the two new directors are R. A. Brown, Jr., 
who is President of the Home Oi1 Company, who was 
elecved om November 7, 1957; end Mr. G. A, Gaherty, 
who is President of Calgary Power Company, elected 
January 23, 1958. 

Q. Did these gentlemen who have re- 
Signed from the Board of Directors give any 
reason -- taking them one at a time, Mr. Gardiner 
Symonds, did he give any explanation as to why he 
was resigning? 

MR, COATES: He resigned at the time 
to be replaced by a nominee from his company, he 
being president and director and chief executive 
officer of Tennessee Gas and its various associated 


and affiliated companies, giving the explanation 
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that he did not have time to devote the time re- 
quired to Trans-Canada. 

Q. So he was replaced by Mr. Ward, 
Did Mr. Ward give any explanation as to why he 
resigned? 

MR. » COATES? Well, he resigned when 
Tennessee disposed of their interest in Trans- 
Canada and no longer had any financial interest 
in the company and he got off the Board at that 
time, 

Q. When did Tennessee dispose of 
its financial interest? 

ME. COATS: Just a moment, sir. Aa 


believe I will let Mr. Berry answer this particular 


question. He knows these figures. 
ar Thank you. 
Mi BERRY: This happened over a period 


or time, Hrs Patuillo,. during 195/; 

On June lith, Tennessee disposed of 
£00,000 shares. On that October --- 

Q. On the market or in private sale? 

MR, BERRY: Ll am not sutiiecientia 
acquainted with the transaction. I understand -- 
I am not certain. 

Q. Right. 

MR. BERRY: T have before me a summary 
of the movements which took place in the shares of 


stock which were lodged pursuant to the voting 
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trust agreement and it indicates that 100,000 
were withdrawn on June 11th, 1957; that 109227 
Shares were withdrawn on October 29th and a 
balance of 38,563 shares were withdrawn on 
November 20th, I believe that that totals 
NEVE Tess 

Q. Now, they had all of those shares 
ri Une Voting trust, Did Tennessee acquire any 
other shares after the shares went on the market, 
that you have any record of? 

Mi, BERRY + Not that I have any knowledge 
Ones 

Q. Do you know how much they received 
for these 327,790 shares, in the aggregate? 

MR, BERRY: I have no direct knowledge 
Cola Ue, SLY, 

Q. Well, we will try Gorgeu an iv 
in another way, then: 

What was the market price of the shares 
Ore ue: iti? 

MR, BERRY: Mr, Nesbitt has some infor- 
mation on market prices. Possibly he could tell 
you. 

MAY) NESBLOT: I can get June 11th for 
you. I haven't got it here, but I have June 2list. 
At May 30th and June 2lst -- this is an over the 
counter market and there is not readily available 


on a list, like there would be on a listed stock 
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quotation, figures available; we have to go back 
tO our own contracts, and I have selected certain 
days and I missed the ones you are looking for, 
Sir, but on May 30th it was 40 and on June 21st 
it was 4o4, 

I think one could assume it was in that 
range On - dune 11th. 

Q. And on October 29th? 

MR. NESBITT: I can give you a littie 
Closer thts time, I can give you the 25th, when 
it was 193; and on November 22nd, it was 23, 
so it would be in the range of 19 to 233 probably 
nearer 104, 

Q. And on November 20th? 
MR, NESBITT: I can give you the 22nd, 
Q. Yes? 
MR. NESBITT: eo 


Q. Now, were those shares withdrawn 


from the voting trust and are still outside the 
voting trust? 

MR, BERRY: Ves) ‘sin. 

Q. Hudson's Bay Oil and Gas Company 
Limited, when did it dispose of its holdings? 

MR. BERRY: Reading from the same 
record, Hudson's Bay disposed of 95,000 shares 


on July 25th, 1957; 194,227 shares on August 14th, 


and .38,563 shares on November 20th, I believe 
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Q. And do you know to whom those 
shares were sold? 
MR. BERRY: No, sir, I have no correct 


knowledge of that, 


Q. Can you give us the prices? 
MR, BERRY: we can give you the approxi - 


mate prices, similar to the other dates. 

MR. NESBITT: July 5th was 394; July 
26th was 37-3/4, 

Q. And August 14th? 

MR. NESBITT: August 23rd was 31, 

Q. November 20th; we have already had 
that. 

MR. NESBITT: The 22nd wae 23, 

MR, BERRY: Mr. Pattillo, I could augment 
the detallearor phil. Of the second disposal of 
TOU. DOT shares, there came back in, on November Ath, 
94,227 shares, which amount were subsequently dis- 
posed of on January 28th, 1958, that amount being 
94,227 shares. 

Q. On what date? 


MR. BERRY: January 28th, 1958. 
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Q. And have you got a price for 
that date? 

MR. BERRY: | JanvUaArVUlSiA WiC: ees ae, i ean 
give you the price range in the month of January. 
It was listed then and it ranged from 263 to 204 
in the month of January. 

Q. Now, were these shares of Hudson's 
Bay Oil & Gas Company withdrawn from the voting 
trust agreement, too? 

MR. BERRY: Ves tsa i 

Q. Have there been any other shares 
that were put into the voting trust agreement other 
than the ones of Hudson's Bay Oil & Gas Company and 
Tennessee Gas Transmission Company that have been 
withdrawn? 

MR, BERRY: Mes 

Q. Whose were they and what was the 
amount, when were they withdrawn and what informa- 
tion have you regarding them? 

MR. BERRY: Pinstiot, ads dieses lo. 
I think I should mention a transaction within the 
voting trust which resulted in a redistribution of 
some of the holdings within the voting trust. 

This results in reducing the holdings of Canadian 
Delhi Oi1 by 57,000 -- I am sorry, I have this 
reversed. dir yveattiLlio, This ie an option ‘to 
Canadian Delhi from Hudson's Bay, British American 
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members of the Western group. This was a part of 
the agreement between the various parties at the 
time that Tennessee, British American, Hudson's 

Bay came into the picture and was effected on 
November 20th ,. 1957. Now, all of those transfers 
took place within the voting trust, 

Q. Weld, let us have them: 

MR. BERRY: Pirst of all, the three com- 
panies, Hudson's Bay Oi1 & Gas, British American 
Oil Company, Tennessee Gags Transmission, each re- 
linquished 38,563 shares; each released that amount. 
This resulted in additions to the holdings of the 
Canadian Delhi in an amount of 57,845; the Inter- 
national Utilities, 19,100; Osler, Hammond & Nanton, 
8,202; to N. T. Investments Limited, 12,691; to 
Wood, Gundy & Company Limited, 12,691; to Calgary 
and Edmonton Corporation, 5,160, and that should 
add to the equivalent of three times 38,563. 

I have not been keeping the arithmetic 
on this. 

Q. We will assume it does, Mr. Berry, 
for the moment. 

MR. BERRY: Now, I can give you --- 

Q. Perhaps, could you do this: with 
that shift amongst the group that were in the voting 
trust, was there also a corresponding shift under- 
taken to. provide for any deficiency in interest 


up to the aggregate amount of $21 million? 
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MS BERRY: No, these transfers of shares 
would not affect the commitments of the various 
parties to the note purchase agreement. 

Q. Bde i cites Canpyou telimuscen st 
those shifts were concluded, what the percentage 
noldings were of each of the companies that were 
inevAienvoting trust? 

MR, BERRY: We have not yet completed 
the answer to the question of what went out of the 
voting trust which you originally asked me. May 
ImPioish? 

Q. Will you do that, please? 

MR, BERRY: This record indicates 
Canadian Delhi disposed of 12,000 shares on 
December 2nd, 1957, and, I believe, those shares 
went out of the voting trust. 

Q. Will you give us a price for 
December end? 

MR. sSWESBLTP: December 2nd, sir? 

Q. Yes. 

MRe NESBERT: I am awfully close to that 
-- November 22nd and December 27th. On November 
2end the price was 23 and December 27th the price 
was 20. I think it would be a fair assumption 
to suggest it would be between those two figures. 
@). Now, whatever transactions took 
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~~ 


place regarding these shares in the voting trust--- 


MR, -BERA YS: We come now to International 
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Utilities. 

Q. Yes? 

MR. BERRY: In addition to their original 
deposit they added, on March 15, 1957, 16,069 shares 
and they disposed of 92000 shares on Maye Le 2957. 
and 42,447 shares on May 31, 1957, and 9,000 on 
JUNSHLCH £1957: I have already mentioned out 
of the redistribution on November 20th they 
acquired 19,100 which they continue to hold and 
that is the balance of their holding in the voting 
trust. 

Have you any information as to 
where they got the shares on March 15th; whether 
they bought them on the market or where they came 
from? 

MA BERRY ¢ This number of shares, 
coupled with others, which we are coming to, repre- 
sent the shares of International Utilities and 
other members of the Western group who had an 
option from Canadian Delhi, which shares were 
deposited with the Montreal Trust Company for a 
considerable period of time and released to this 
company under the terms of tnat option agreement 
on this date of March 15th. 

Q. At what price? 

MR, BERRY: This is the option agreement 


we entered into at the time of the joining together 


—_—| of the Canadian Delhi and Western group in 1954 and 
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was designed to equalize the holdings of all the 
parties concerned and the price involved was $8 
per share, 

Qs Now, let us see if we have any 
prices in the vicinity of May “ist. 

MR. NESBITT: May 10th is the nearest 
Lenavée to that,-a price of all ihe 

Q. And have you a price prior to May 
lst? 
MR, BERRY: April 5, 1% is 29, 
Q. And May 31st? 
MR. NESBITT: April 26th it was 26, which 


TOraecloder date: 


Q. Have you anything close to May 
308th? 

MR.NESBITT: May 24th, 364. 

Q. And any date following May 31st? 

MR.’ NESBITT: June 7th, 4o4, 

Q. so there is a big rise right there? 

bik. BERRY I Torco what the first date 
was. 

ae May 24th it was 264. 


MRUBERRY: © 363; 

Os 364, I am sorry. What was the 
date you said it was 42? 

MR. BERRY: 423 on June 7th. I just 
found I have that date. I gave you one a little 


further away from that before. 
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Q. June (th, we are right on the nail. 
What about Osler, Hammond & Nanton? 

MRA BERRY: Their share of those options 
from Delhi amounted to 16,069 shares and my record 
indicates, for some reason, theirs came in on June 
Poth, 1057), although the entries for some of the 
others related to the same option came in on March 
baonT ee 

Qe However, they came in at the price 
of $8? 

MR. BERRY: Thateis rienw, In addition, 
they had this transfer from the three companies, 
Tennessee Gas Transmission Company, British American 
Oil Company and Hudson's Bay Oil and Gas Company 
on November 20th, so they presently have a balance 
cig Sone heee 

Q. They have not disposed of any of 
their holdings, then? 

MR. BERRY: Nos “Shi. 

ae N. T. Investments Limited? 

MR. BERRY: Their share of the March 15th 
transaction is 10,712 and their share of the November 
20th transaction I have already given you. They 
withdrew 2,000 shares on January end, 1958, leaving 
them with a balance of 32,627 shares as of the end 
of January, 1958. 


Q Have we a price for January end? 


Se 


MR, NESBITT: I can only give you the 
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price range for that month, sir, i Could Seb enst . 
The price range, however, for the month was 26+ 

to 2033; on December e7th, just a few days earlier, 
the price was 20, 

Q. Wood, Gundy & Company Limited? 

MR. BERRY: Wood, Gundy & Company Limited, 
their share of the March Lech transaction, 20,712 
shares. I have already given you the figures 
for the November 20th transaction. They presently 
have a balance of 108,320 shares, 

a. No disposal? 

MR. BERRY: NO; Sir, 

Q. Calgary and Edmonton Corporation? 

MR. BERRY: Their share of an earlier 
transaction which we hear now is June 26th, 5,357 
shares, and I have already given you the figures 
for the November 20th transaction. so they presently 
have a balance of 43,877 shares. Tl Menten 
the present balances I have given you are as of 
January 28th, 1958, 

Q. I am sorry, Mr. Berry, my mind 
is on something else and I missed those last couple 
of dates. 

MR. BERRY: tT am just saying all of the 
balances, the present balances I have given you are 
computed as of January 28th, 1958. In other words, 
I do not have a record of transactions that may 


have taken place subsequent to that. 
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Q. Power Corporation? 

MR. BERRY: ‘Power Corporation -- here, I 
would like to go back and indicate that the first 
disposal I mentioned on the part of Hudson's Bay 
Ofl and Gas Limi tedrwak 95,000 shares which, I be- 
lieve, was indicated went out of the voting trust. 

Q. And ws Gane backain; yoursaia? 

MR. BERRY: No, that was another quantity 
which came back in, 

Q. ALenE 

MR. BERRY «> Their’ firstudisposalyof 98,600 
Shares was, actually, transferred or sold to Power 
Corporation of Canada on September 23rd so that, 
Power Corporation presently has a balance of 


13/3500: shares Within the voting: trusty 


Q. No disposals? 

MAY. en: No (sac 

Q. Canadian Power and Paper Securities 
Limited? 

MR. BERRY: Their holding, original 


deposit, 20,000 shares, remains intact. 

Qe And Nesbitt, Thomson? 

MR, SBERAY: Nesbitt, Thomson, on June 
llth, 1957, withdrew 8,765 shares leaving a balance 
of 6,430 shares. 

a What was the sale price on that 


date, June 11th? 


MR. NESBITT: June 7th, 425% July.5th, 
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Q. How many shares are presently in 
the voting trust? 
MR. BERRY: cA total of 1,254,761. 


Q. Mr, Berry, will you please explain 


to me, in the light of what appears in the prospectus 


on page 32, where these words appear: 
“Certain of the shareholders of the Company, 
"including those named above, who own in the 
"aggregate 1,904,417 common shares (constituting 
"98.77% of the outstanding common shares of the 
"Company) propose, prior to the issuance and 
‘delivery of the Units offered hereby, to 
"enter into a Voting Trust Agreement, dated as 
"of January 1, 1957 and terminating December 
"31, 1966 and to deposit the shares owned 
"py them under such Voting Trust Agreement. 
"The Voting Trustees named in the Voting 
“Trust Agreement are T. H. Atkinson, R. C, 
"Brown, E. D., Loughney, H. R. Milner, A. 
"Deane Nesbitt, Frank A. Schultz and William 
"W. Witmer. Shares owned by the shareholders 
"who are parties to the Voting Trust Agreement 
“are to be deposited with the Voting Trust 
"Trustees in exchange for Voting Trust 
"Certificates, as soon as such shares have 
"been released from the escrow provided for 


"in an agreement dated May 8th, 1956 between 
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"Her Majesty the Queen in right of Canada, 
"a11 the shareholders of the Company and the 
"Deputy Minister of Finance of Canada, as 
"Trustee. The agreement of May 8, 1956 
“provides that such shares are in effect to 
“be held in escrow by the Deputy Minister of 
"Finance as security for the performance by 
"the Company of its obligations under the 
“Indenture of Mortgage with the Crown Corpora- 
"tion referred to under the heading 'Financing 
"Program and Proposed Capitalization’. The 
" 5% Mortgage Bonds issued by the Company 
"to the Crown Corporation will be paid in 
"full and such Indenture discharged at the 
"time of the issue and delivery of the Units 
"offered hereby, and thereupon the shares 
"held in escrow by the Deputy Minister of 
"Finance will be released." 

But, in fact, the 5% Mortgage Bonds owned by the 

Crown Corporation were paid off. 

MR, BERRY: That 2s correcu. 

Q. They were, in fact, paid off out 
of the proceeds of the equity financing and 
1,904,417 common shares were deposited in the 
Voting Trust? 

MR, BERRY: Yes, they were. 

Q How did any of them get out? 


MR, BERRY: Well, Me. Pattillo, @ 
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berteve that the voting trust agreement has been 
filed as part of ‘the financing background, There 
was prefaced in that agreement that any sales on 
the part of the members of the VOULNE TrUSG tO 4 
party outside of the voting trust, we could call 
that a third party, that any sales to a third party 
could permit the withdrawal of such Shares from 

the voting trust, 

MR. McNEILL: Page 8 of the voting trust 
agreement, paragraph 10, which is the second last 
document in the volume. 

ag Tniss ewe. VOLINE trust agreement 
dated January lst, 1957, appearing in the bundle 
of documents furnished by the company at my request 
and called "Financing Documents", 

MR. BERRY: Unae Ae COrre cs . 

Q. What was the purpose of setting up 
a voting trust and issuing voting trust certificates 
if the parties who took the voting trust certificates, 
need not exchange those instruments between the 
other people in the voting trust but could withdraw 
his shares and deliver up, I assume, the voting 
trust certificates if he wanted to sell to any person 
outside? 

MR. BERRY: I think it would be appropriate 
for Mr. Nesbitt to deal with that. 

MR. NESBITT Ve Tound., Mire, Paver tia, «in 


dealing with the institutions to sell our first 
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mortgage bonds that they wanted to maintain a balance 
in this company without any particular member of the 
SVOuUp .Oeing in -control .and a voting trust was set 

up for that purpose, They had no objection to 

us disposing of our interests, provided we sold 

them to a party outside of the Shoup» and Ghats 


why this curious arrangement exists. 


Q. It is pretty unusual, Mr. Nesbitt. 
MA. NESBITT: It is, in my experience, 
Qe Just what would be the real object 


of the voting trust when any person could withdraw 
his shares, at any time, to sell to a third person? 

MR. NESBITT: It prevented any individual 
person in this group from acquiring the interests 
of the others and gaining control of the company. 
They wanted this balance maintained of the parties 
in it as long as they held their interest. 

Ox That does not prevent Home Oil 
acquiring control by simply staying outside the 
group and by buying each one of you out? 

MR. NESBITT: Quite right. 

THE CHAIRMAN: Is that effect of the 
voting trust agreement stated anywhere in the 
prospectus? 

MR. PATTILLO: Neo, 

MR, NESBITT: The effect of 10, sire 


MR, PATTILLO: No. 


————— MR, NESBITT: I do not quite understand; 
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it does not seem to be an effective thing to me, sir. 
THE CHAIRMAN: I quite appreciate that, 
now, but a voting trust agreement is a voting trust 
agreement whose termination dates, as I see it, 
dated in the prospectus December. 31, 1966, 

Mn. NESBITT: The voting trust agreement 
Levotvl il an erfect, 

Mn, PATTY TEGO It could end up with one 
Pe Ree at i. 

MR. NESBITT: It could, indeed, 

Min, ee EEL Ee: Perhaps, Mr, Chairman, 
this might be a good point at which to break. 

THE CHATRMAN: We will recess for ten 


minutes, gentlemen, 


---A short recess, 
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MR, PATTILLO: Q. I would like to 
deal for a few minutes longer with this voting 
trust. 

Mr. Nesbitt, in the normal voting trust 
agreement which is set up for a period of time, the 
Shareholders who deposit their shares in the trust 
agreomenbd receive in exchange voting trust certifi- 
Caves; LS That not correct? 

MR. NESBITT: Ves, ours 

Q. And in this case were voting trust 
certificates issued to you -- your company and others 
who were in the voting trust agreement? 

MR. NESBITT: Yes, sir. 

Q. And it is quite normal when voting 
trust agreements are set up and voting trust certi- 
fieaves' are deliveregrin exchange for’ the shares, 
the voting trust certificates themsleves are sold 
and delivered to the purchasers in lieu of the 
sheres < 

MR. NESBITT: T think thay 12 2 fare 
statement, yes. 

Q. But the hore, notwithstanding 
the sale of the voting trust certificates, the 
shares remain locked up in the voting trust for a 
period of time? 

MR. NESBITT: I think that 12s normal. 

QO. Gan you or any officer of the company 


explain why paragraph 10 was put in to vary that? 
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WA. NESBIDE: TGR. See ob ee PO Mie oe oy 
all shares in a situation -- all the shares are in 
the voting trust, and consequently there is no differ- 
ence between one shareholder and another. In this 
case certain shareholders were required to put their 
shares in a voting trust, and they are not as readily 
marketable as shares that are not in the voting 
trust, and in order not to prejudice these particu- 
lar shareholders it was provided they could be with- 
drawn and exchanged for common shares so that they 
were in the same position as any other shareholders 
for withdrawal. 

Q. Would you agree with me that if they 
had not been permitted to withdraw them, that the 
fact would have been that this group who had their 
shares in the voting trust would have had practical 
control of Trans-Canada for the lifetime of the 
voting trust, with no one company having the dominant 
DOs. ULOn? 

MR. NESBITT: I do not know that I under- 
stand the question. Do you mean this voting trust? 

Q. Say a normal voting trust whereby 
you could not take out the shares: would not the 
effect have been that the shareholders who put 
their shares in the voting trust would have, for 
the lifetime of the voting trust, unless many more 
shares of the common stock were issued, have had 


practical control of the company without the 
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domination of any one company in the group? 

MR. NESBITT:’ I would think that is 
the case. There are, I believe, one million 
Rew mavhowvoting “trust Originaliy out OL hive 
Million eight, so it is conceivable that someone 
could acquire an interest that would overbalance 
that, but that is a substantial interest in a 
company of this size. 

Q. And from your experience in finance 
over the years, you would say the holding of that 
one million nine in something more than 5 million 
shares is probably practical control? 

MR. NESBITT: LUMLS PReELUYCLOSe Feondn. 
but we lost control of a company once when we 
had approaching that amount. 

Q. Even when the rest of the shares were 
widely held? 

MA. NESBITT: Yes, sir, they were picked 
up on the open market over a period of time. 

THE CHAIRMAN: May I help you on the 
arithmetic? I have calculated some time ago, today, 
and there was 1,928,184 shares outstanding before 
this 6quity financing, accordinge ro ne: balance 
sheet as at December 31, 1956? 

May PATTILLO: THatALS Fiat. 

THE CHAIRMAN: There were 3,750,000 
shares sold and disposed of at this time, and that 


makes a total of 5,678,184. 50 per cent of that 
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would be 2,339,092. I have not calculated the 
percentage. 

MR... NESBITT: .—£ think it is roughly one- 
third -- maybe a little less than 33 per cent. 

MEY! PAT TL Los QO. »VEry CLOSE V6, 35 0er 
cent that was originally in the voting trust when 
the financing was complete. Now, puv 2G toswou; 
Me WeSoLou,. from. your experience in finance 10 
Canada would you not think that an investor in the 
Srares: Or mn the bonds or im the convervible depen— 
tures of Trans-Canada, reading this prospectus, 
would think that 33 per cent of the voting, shares 
of the company were going to remain in the hands 
Ol sine. VOCInS trugsvees named for, avperiod, Up suite) 
1966? 

MR. NESBITT: I do not know how to answer 
Deg 

Q. Tt ds.a.gimple auestion,, simply “yes: 
or "no' is the answer. 

MR, NESBITT: Well I, personally, of 
course, knew otherwise; at least, L knew, Lo could 
be otherwise. I don't know how other people -- I 
think they may have got that impression. 

Q. Well, do you not think it might have 
had some effect on the purchase of these shares by 
Canadians if you had a sentence after that para- 
graph I read on page 32 which went on to say: 


"Notwithstanding the terms of this voting 


: Py 
=i eens: ' 
é mala ui “na. sg) ny ie 


if " Mae 4 ith ihe eee ’ a Maly A eer” ‘] 
ese) " is ‘ : ne ais er 
\ ns my © fabted ds ae Al * q a 7 ; { 
i : f 
: a : bes neti, % i 
_ aid ‘ Paes ad sg 


i a ay ig iA) a Pm I ‘ ’ an oie aM | at? tilao 


roy 
ee ae 


vk FMT vi oitos pow SA Oe ee Sit 


‘ 
‘ > 3 a 
ue : x a By is EAL neha) Mace ee Rist glanees Ste eiireea: Pe 
; 


ANGUS, STONEHOUSE & CO. LTD. 2066 
TORONTO, ONTARIO 


‘trust the whole block of shares herein con- 
“tained can be equines by an American who 
"is not a member of this voting trust"? 

MR. NESBITT: Oran Ganadian. 

Q. Yes, but L am first using»-= [am 
talking about -- you agree with me there has been 
a great Gdeal of concérn in Canadaminethemiasterex 
years as to control of Canadian corporations not 
remaining within the country? 

MR, NESBITT: Yess 

Q. I think you would agree with me that 
any person reading this prospectus and seeing the 
names of Mr. Atkinson, Mr. Loughney, Mr. Milner, 
yourself and others would say that this company was 
going to be controlled by people in Canada who had 
Canadian interests primarily at heart, would they 
not? 

MR. NESBITT: Well, I think that is the 
Casey WLS: Aone 

Q. Well, 10 2S Hot if -yourendetip eKits 
one share, 

MR. NESBITT: Well, let me tell you That 
a company that I happen to be president of, Power 
Corporation of Canada, has acquired 95,000 addi- 
tional shares since this from the States, and we 
have been working towards bringing the interests 
of some of these companies that were held by Ameri- 


cans into Canada, and I think there has been a 
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rehabilitation of several hundred thousand shares 
into Canada since the initial financing. 

Q. But none of those are within the 
voting trust excepting if they were acquired by one 
of the companies listed on page 33 of the prospec- 
tus whom we have just discussed in detail? 

MR. NESBITT: Power Corporation purchased 
their voting trust. 

Q. I appreciate that because it was one 
of the companies. What LI want to gét at: is it 
not possible because of Clause 10 for any one of 
the companies in the voting trust, if they wanted 
To do so, to indirectly do what they cannot do 
directly by selling out their interest and the inter- 
est of others whom they may have control over or be 
associated with to some nominee whom we could never 
trace through as not being a valid purchaser but 
merely a nominee of theirs? 

MR. NESBITT: I think one has to look 
arenow Chis arose. 

Q. Yes, but just first answer my question 
and then explain. 

Me NESBITT: Could you repeat your ques- 
Cloris 

MR. PATTILLO;: Mr. Reporter, would you 
kindly read back my last question? 

THE REPORTER: Q. I appreciate that 


"pDecause it was one of the companies. 
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"What I want to get at: is it not pos- 

"sible because of Clause 10 for any one 

"of the companies in the voting trust, if 

"they wanted to do so, to indirectly do 

“what they cannot do directly by selling 

"out their interest and the interest of 

“others whom they may have control over 

"or be associated with to some nominee 

"whom we could never trace through as not 

“peing a valid purchaser but merely a 

"nominee of theirs?’ 

MR, NESBITT: It_18 possible. butomay 1 
qualify that answer? 

Mn PATTER: Ow Lea. 

MER. NESBIUT's I think we are dealing with 
honourable people here and I just have not any concern 
on that score. I know the people personally and I 
just do not believe that. they would consciously do 
Such 32, thins. 


Q Whose idea was this voting trust 


agreement? 
MR. NESBITT: Metropolitan Life Insurance 
Company. 
THE CHAIRMAN: Excuse me a second. is 
that what you meant when you answered Mr. Pattillo's 
first question after the break? I took your words 


* " 
down: "certain shareholders were required ? 


MR. NESBITT: Yes, EL. 
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MA PATTILGO s @. The Metropolitan Life 
required it and they pee the purchaser of the 
largest block? 

hie NEoei TT. Vers. Stas 

Q. And what were they seeking when they 
required the document? 

Mi. NESBITT: Mr, Clarke was in on some 
of those conversations. I would like to ask him to 
answer, 

Mi. CLARKE: Mr. Pattillo, they were 
seeking exactly what the effect of this document 
is. They did not want, as I understand it, any 
One Or vne people in the voting trust cr the vecroora- 
tions that these people represent to change position, 
vis-a-vis any other one with respect to the shares 
in) that trust. 

Q. In other words, am I correct in 
thinking that they did not want any one company 
to have practical control? They wanted this group 
in the proportions they presently had it to main- 
tain control? 

MR. CLARKE: They did not want the Hud- 
Sorvie= Bay to buy out all the obpers. sor tievarnce, 
they did not want Gulf or Tennessee or Canadian 
Delhi or Nesbitt, Thomson, and whatever shares 
remained as indicated, voted by the trustees, but 


as long as these individuals sold on a bona fide 
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third party basis they could withdraw and get 
down, if you will, to one share. 

Q. And some person whom they did not 
know of and had no knowledge of, at that time it 
would be quite all right for that one person co 
acquire practical control of the company? 

MR. CLARKE: they recognized that on 
Briday night. I could not figure out who that 
could be. 

Q. Friday night? 

MR, CLARKE: As against Monday morning, 
I mean. 

Q. Well, there 15 a rumour on the street, 
IT assume you have heard it, that Home Oil is the 
largest shareholder at the present time. 

MR. CLARKE: f have neara Lt: 

Q. Do you know of your own knowledge 
Whether thay Ds true or nov? 

MR. CLARKE: Mr. Brown has told me that 
He Thinks he is 

Q. And Home Oil's shares would not be 
Within this voting trust agreement? 

MR. CLARKE: They are not. 

Q. Now, Mr. Nesbitt, have you had a 
chance to find out whether there were any over- 
the-counter sales of Trans-Canada stock prior to 
February 14, 1957? 


NMA. NESBLEL: On an over-the-counter 
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basis, you mean? 

Q. Yes. 

MR. NESBITT: I think we had talked about 
inter-sales, 

Q. Yes? 

MR. NESBITT: I tried) to get through to 
the East at noon and I had to cancel ny call at 
twenty minutes to two to come back to this hearing 
because the circuits were busy to the East. I shall 
get through sooner or later. 

Q. Bécause LtolLs quiteliicommongrisi is 
not, in the business to take orders on a when-as- 
and-if basis? 

MR. NESBITT: It is not common for me or 
my firm, sir, to trade securitbes® before public 
offerings, and I think this is what you are talking 
about. 

Q. It would have to be because of the 
fact there was not any offering until the 14th. 

MR. NESBITT: That Le correct. Mihere ais 
one other interpretation too. You said "take 
orders on an if+as-and-when basis": that is a 
different thing from trading securities. 

Q. Well, let us get at the take orders 
chen. 

MR. NESBITT: Well, we had lots of appli- 
cations for these units: before the public offering. 


Q. And as a result of that the price --- 
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MA. NESBITT: NOs Sit, aAvsolUutely aie ee 
We Go Not .sell at what the market is, we sell at 
the offering price, which was $150 in this case. 

Q. Well, I was not suggesting that your 
firm did, Mr. Nesbitt, and I hope you do not think 
for one minute Twas. I. am.simply saying that I 
understood that there were market quotations and 
over-the-counter sales prior to February 14 in Trans- 
Canada. — 

MR. NESBITT: Well, they were not carried 
out by members of this group. If there were such 
trades they were probably done by what are called 
unlisted traders, people who trade in unlisted securi- 
ties, and there are such houses. 

Q. And if there were such people and they 
were trying, when the public offering came out on 
February 14th, to put themselves in a position to 
fUlLTEt, the price would eo41p smmecdtatelma would 
Lt. not? 

MR, NESBITT: I think it would have that 
erect. 

Q. And what was the price at the end of 
February 14th, at the end of the day? 

MR. NESBITT: The shares were not traded 
as Such... Mies eee the wnLtsuroses beac cc 
-- IT am afraid I would have to get that for you, 
but I think it was around $160. 


MR. CLARKE: I would say a minimum in the 
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United States of $160 and a maximum of around $163. 
That was against $156 pirent Ha price in the States. 

Q. And the of fering price in Canada 
was $150? 

Ma. NESBIVTs RLENG. 

Q. Well, Mr. Chairman, those are all 
the questions that I have on the financial phase 
of Trans-Canada excepting on the matter that you 
brought up with Mr, McNeill. Mr. McNeill advises 
me that the documents to which he referred this 
morning. are in Toronto, but that Mr v Brown of Hud= 
son's Bay has offered to make available his copies. 
Mr. Brown unfortunately had to attend a meeting 
this afternoon, but he will make the copies avail- 
able to us and be here tomorrow to explain them 
because he has full knowledge of the matter. “Apart 
from that. that iS everything that I wang Go. ask 
on the financial phase of the matter. “Because of 
the fact that Mr. Clarke has been good enough to 
stay here and has an appointment tomorrow, I would 
hope that we could clean up this phase of it and 
let Mr, Clarke go today, because he will not be 
able to give any evidence on the matter which Mr. 
Brown will be coming to deal with. 

THE CHAIRMAN : I understand that, Mr. 
Pattillo. Well, while we have Mr. Clarke here, 
apparently you are familiar with and partook in 
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York for the purchase of the $40 million in bonds; 
is that correct? 

MR. CLARKE: Loe. 

THE CHAIRMAN: And we have already heard 
from Mr. Nesbitt and you, also, that the Metropolitan 
iite vealiy imposed the voting trust agreement on 
certain shareholders at that time? 

MR. CLARKE: Bi gts kr dis Siu ae wed gy 

THE CHAIRMAN: Presumably as a precedent 
to their investing $40 million? 

MR. CLARKE: It was one of the conditions. 

THE CHATRMAN: My question ass: what 
other conditions did Metropolitan Life impose at 
that time? 

MR. CLARKE: The two major ones referred 
to certain steps which were outside the control of 
the company. Those two steps were the financing of 
the Alberta Trunk Line and the financing which would 
bring about the acquisition of the Montreal gas 


properties from Quebec Hydro-Electric Commission. 
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THE CHATRMAN: You say those conditions 
were imposed? 

MR, CLARKE: Yes, those were conditions 
which we call conditions precedent to the take-down 
of the first moneys in the sale of bonds. 

THE CHAIRMAN: eS, I understand that. 
It would be an agreement to purchase --- 

MR. CLARKE: It is an agreement between 
the company and the institutions called the bond 
purchase agreement, and it is in that agreement 
that these conditions are contained. 

THE CHAIRMAN: Have we got 4 copy of it? 

MR, CLARKE: Nee. 

MAS CORTES: Yes, ‘Sia, 

ME. “PATTILUO: Ves. 

MR. CLARKE: Filed under the presentation 
financing documents and, in view of that unusual 
set of circumstances, it is also spelled out in- 
stead of being referred to in a registered state- 
ment, it is spelled out in the prospectus at 
the time of public offering so that people would 
understand who wished to buy any of these units 
that certain things had to be done which the 
company had no control over. 

I think it is on page 26 of the prospec- 
tus. 

THE CHAIRMAN: Item 3, "That Alberta 


Trunk Line shall have received net cash proceeds 
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from the sale of one or more classes of its securi- 
ties of not less than $13,500,000 and that legis- 
lation shall have been adopted in the Province of 
Alberta authorizing the Government of that 
Province to underwrite or purchase up to $26,500,000 
of bonds of Alberta Trunk Line to meet that com- 
pany's construction requirements for 1957 and 

1958. No representation is made that Alberta 
Trunk Line will be able to arrange the financing 
referred to above or that the Province of Alberta 
will authorize the underwriting or purchase of such 
bonds of Alberta Trunk Line." 

Yes, I understand what you mean, That 
was a condition entirely outside the ability of 
Trans-Canada to fulfil ? 

MR. CLARKE: TO. euUPe. 

THE CHAIRMAN: Was it fulfilled, do you 
know ? 

MR. CLARKE: Yes. And No, 4, as well, 
which was the acquiring by Quebec Natural of the 
gas facilities in Montreal. 

THE CHAIRMAN: And has that been fulfilled? 

MR. CLARKE: Yes, and I might add that, 
as underwriters, both in Canada and the United 
States, we had to think along to make sure that 
we were not duping the public by issuing securities 
on these two situations and we finally satisfied 


ourselves that these things could be done between 
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the time these securities were issued and the time 
the first take-down of the bonds was scheduled, 

THE CHAIRMAN: In other words, a pretty 
hard bargain was driven, at that time? 

MR. CLARKE: We still were facing April 2, 
maturity date, on the securities that were issued 
for the Western section of the construction. 

THE CHAIRMAN: I understand. 

Now, you spoke of those as the two major 
conditions. What were the minor conditions that 
were imposed? 

MR. CLARKE: Well, they would be contained 
in the language which finally was hammered out and 
which now constitutes the indenture of mortgage 
and deed of trust, which is also in the financing 
documents, the deed of trust and mortgage dated 
as of January lst, 1957. 

THE CHAIRMAN: Just to save my eyes, 
you might tell me, from your own knowledge -- because 
you went through the negotiations and I am sure we 
can spend some time on that indenture and pick out 
some of these conditions; but would you tell us the 
ones you did have to hammer out, such conditions 
as are unusual in this type of transaction? 

Lo@rcanyassume, I'think, thatomastic£ 
uS are familiar with the ordinary covenants and 
conditions of a trust indenture of this nature. 


MR. CLARKE: I think the matter of 
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interest coverage is one unusual aspect. Most in- 
dentures of natural nS oak sehen companies pro- 
vide that before additional bonds may be issued, 

a pro forma application of the income aceount., 
giving effect to the additional interest but taking 
into effect only the earnings of the past 12 out 

of 15 months, must be somewhere between 44 and 44 
times a certain level of earnings, which is usually 
net operating revenues, before income taxes and 
before depreciation. 

This feature, in the Trans-Canada inden- 
ture, we were able to get reduced to 3} times. 

One of the reasons we tried to keep that 
low is because of another feature which permits 
Trans-Canada to issue, under the terms of this 
mortgage, up to $120 million of additional mortgage 
bonds, if the proceeds are applied to the net 
depreciated value at the time of the Crown com- 
pany's section, and that would be done at the time 
the company might acquire that section. 

There are several others. I have, in 
my brief case, nine or ten and maybe more brief 
references to items which I would be glad to read 
to you. 

THE CHAIRMAN: I think I would like to 
hear them, 

MR, CLARKE: Provisions with respect to 


the redemption. The net result of those negotiations 
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resulted in’ 3 non-refundable provision EF a rps PR 
belVeve, 1970, if the company were going to refund 
the outstanding bonds at the same or lower rate of 
interest; otherwise refundable failing the normal 
set-up at 105, and then, after 19/0, 1 believe 
it goes down, 
THE CHAIRMAN: Well, that would not be 
too unusual a provision? 
MR. CLARKE: No. Mr. Berry corrects 
me and says it is 1973. 
Sinking funds: nothing particularly unusual 
there; including the acceleration of such funds if 
periodic reports on gas deliverability show a cer- 
tain deficiency. 
THE CHAIRMAN: Not unusual in a trans- 
mission line trust deed. 1s 267 
MR. CLARKE: No, I believe, however, 
one of the things about it that might be slightly 
unusual, the company has until 1967 to establish 
reserves which go to 1983 in deliverability, as 
against a 1978 final maturity date; and, prior to 
that time, I believe the establishment of reserves 
only goes to about 1976, as against a 1978 maturity 
date. 
Now, there was a provision made, which is 
not unusual; this one came to $13 million, but the 


company can issue additional bonds without making 
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any test whatsoever to cure any over-runs or to take 
care of any deficiency that might have arisen by 
reason of rate change. 

Due to the tax laws, I believe, in Canada 
as against the conventional application of deprecia- 
tion in past years in the States, to the extent that 
earnings flowing through to net income for common 
stock were increased by a smaller tax payment than 
would otherwise have been made if depreciation had 
been at, let us say, 34 per cent, that is not 
available for payment in dividends; it must go 
into, I believe, a trust estate and can either be 
used for capital advantage or for bond retirement. 

THE CHAIRMAN: Is that the only unusual 
restriction in the payment of dividends? 

MR, CLARKE: {f think, 4s 1 recollect, 
Poets ~ae. Oly unusual One. I won't say that I 
have given you all the unusual ones, but 1 pbhink 2b 
have come fairly close. 

THE CHATRMAN: Mo the best of your recol— 
lection? 

MR, CLARKE: Yes. 

THE CHAIRMAN: Just to save my eyes, Mr. 
Clarke, would it be correct to assume that, with 
the subordinated debentures sold in Canada by 
way of units of 5 common and so on, $100 principal, 
that the underwriters, the Canadian underwriters 


disposed of all those units in Canada? 
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MR, CLARKE: I think that is a substan- 
tially correct assumption. I know that, as between 
the Canadian and United States underwriters, we 
had an agreement not to sell in each other's back 
yard. 

THE CHAIRMAN: The units were sold in 
Canada immediately by the underwriters? 

MR. CLARKE: DL eéruainiy weuld say 
that is a correct assumption, 

THE CHAIRMAN: Well, Lf thats: so. ang 
assuming that each purchaser of those units re- 
tained their debentures and their units, in 
Canada, then you would have had, in Canada, by way 
of common shares, as I see the picture, 2,708,335 
representing 5 common shares attached to each one 
of the subordinated debentures, and if you add to 
your 1,928,184, which were the shares that went 
into the voting trust that Mr. Pattillo spoke of, 
you would have had a share total to which Canadian 
residents had an opportunity of -- well, no, you 
would have to include the 1,928,184 which you had -- 
©,708,335 which the Canadian public, by and large, 
had an opportunity to purchase? 

MR, CLARKE: If the arithmetic is correct, 
that Le capso liteiy rien, 

THE CHAIRMAN: That is correct, is it not? 

MR. CLARKE: Yes. 


THE CHAIRMAN: If you counted the others 
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that were in the voting, trust, you would have 
4,636,519 out of the total issued share capital 
as at the completion of this financing of 5,678,189 

MR. CLARKE: eS, ir, 

THE CHAIRMAN: I just want to make sure 
that you agree with my figures. You do agree? 

MR. CLARKE: I Gértainiy doe 

THE CHAIRMAN: I do not know who should 
properly answer this question; Mr, Coates, possibly: 
we have been told today of a transaction between 
Trans-Canada and Tennessee Gas Transmission with 
respect to the purchase of steel, which I assume 
means pipe. 

MAS CORTES Yess ear: 

THE CHAIRMAN: Car you tele We ar itriie 
bit more about that transaction? What did Tennessee 
Cas Transmission get out or it? 

MR, COATES: Well, they didn't get anything 
OLDUOL 2 t.. 

THE CHAIRMAN: On, they got an option, 
did’ they not? 

MR, COATES: Except the option to buy 
shares of stock at the same price that others 
were buying them for. 

THE CHAIRMAN: Yes, they got that? 

MR. COATES: Yes. 

THE CHAIRMAN: Was a supply of gas at 


Windsor or Western Ontario part of that deal, too, 
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the interruptible supply that can go through the 
west end of the province to your line in Southern 
Onvario? 

MR. COATES: No, sir, that supply -= you 
mean the interruptible contract that we have with 
them? 

THE CHATRMAN: Ves. 

Mr. COSTES: No, sir, that was made at 
the time that a contract was made to sell them Zas 
at Emerson, which was in August, 1955, which was -- 
November ist, 1955 is when the steel order was 
pieced. 

THER CHAIRMAN: Well, they had a very 
definite interest, then, at that time in protecting 
Trans-Canada in.order that, assuming all permits 
were issued, that the gas would flow through Emerson 
invo your system, ils that right? 

MR, COATES: Yes. Sir, 

THE CHAIRMAN: Under what terms and 
conditions did they sell this pipe to Trans-Canada? 
Did they make a profit? 

MR, COATES: No, Bir, “they sia moc, 
Tennessee Gas Transmission Company placed an order 
with the National Tube Company and with A. O. Smith 
Corporation for the pipe required to build the 
34-inch portion of the line, that is the western 


section, 585 miles. They contracted with us, 


——— Trans-Canada, to assign that order to Trans-Canada 
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when Trans-Canada was in a financial position to 
accept the order, and the National Tube Company 
and A. O. Smith Corporation were satisfied that 
Trans-Canada could meet the financial requirements 
of purchasing the pipe. 

There was no profit. We assumed the 
order that Tennessee Gas had placed at the normal 
price for the steel as sold by the pipe manu- 


facturers. 
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THE CHAIRMAN: And no other considera- 
tion, terms or advantages accrued to Tennessee 
Gas Transmission? 

MR. COATES : No, oir, there cid noe. 

THE CHAIRMAN: Thank you. 

Mr. Pattillo, if Mr. Frawley cares to 
ask any questions -- we are going to lose Mr, Clarke 
today. I just cannot imagine that the Commission 
will not have some further questions relating to 
finance or that counsel will not have any questions 
betore we get through this submission, What are we 
going to do? 

Mi. PATPIUEO: L think Me, Nesbite wir) 
be able to stay. 

THE CHAIRMAN: Is Mr, Atkinson, the chair-~ 
man of the finance committee, going to appear before 
the Commission? 

MR. McNEILL: That was not planned, but 
if chao is the desire, “bt can Be arranged, 

THE CHATRMAN: Quite frankly, I do not 
know, 

MA, NESBITT: t. shall pe Bere Tomorrow. 

MR. McNEILL: We felt that with Mr. 
Berry, Mr. Clarke and Mr. Nesbitt, we would have 
personal knowledge of any questions dealing with the 
financing. Mr. Atkinson can be produced, if that 
is desired. He is, I believe, in Toronto today. 


THE CHAIRMAN: Well, I certainly do not 
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want to suggest that he come unless it is desir- 
able that he be here for some Specific reason, 
having regard to the fact that Mr. Clarke goes 
tomorrow, and if Mr. Berry did not have personal 
knowledge -- the Commission does want what informa- 
tion it desires, but with this mass of information 
put before us, we are not able to say what addi- 
tional information we will desire, 

MR. McNEILL: Mes Nesbitty of scounse sri 
Staying and, if it is necessary for Mr. Clarke to 
cuay, Me will stay. | He wild cancel his meeting; he 
has a directors! meeting in Montreal tomorrow. 

THE CHAIRMAN: I have no desire to ask Mr. 
Clarke to cancel his meeting at’ all. I am sure Mr. 
Nesbitt will be able to answer these questions if 
he is here and, if not, we will have to get Mr. 
Atkinson, but I do not want to do so yet. I just 
want to be sure we know where we are going. 

MR. FRAWLEY: Me, Chairman, 1 Ss tewais. 
to ask Mr. Clarke one question. 


THE CHAIRMAN: Very well. 


BY MR, FRAWLEY: 

Q. Me. Clarke, you were telling the 
Chairman about requirements which Metropolitan Life 
made. Did Metropolitan Life make any requirement 


in connection with the gas purchase contracts? 
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MR. CLARKE: MOE. Saides, 

Q. LHe y Coser 

MR, CLARKE: LES ser Sui ine 

Q. What was that? 

MR. CLARKE: LS, ME Say, iC te Oar teOL 
their requirement was brought about because the 
gas purchase contracts were unusual and did not 
fitianto the project. At the time Metropolitan 
first looked at it, the amendments to the existing 
supply contracts were effected so that it did fit 
into the picture. I believe one of these provisions 
in the gas purchase contracts had to do with re- 
negotiation starting at what was to be for the insti- 
tutional investor too early a date for the re- 
negotiation of price, and that was adjusted and ex- 
tended to, I believe, roughly, a 10-year period. 

Q. Were you going to leave that adjust- 
ment of period now? 

MR. CLARKE: Yess 

Q. Could you be more specific? Can. you 
point to what that change was as between the old 
and the re-negotiated? 

MR. CLARKE: Well, based on recollection 
only, I believe the old indicated re-negotiation 
atethe end of the.first.5 years .and.pericdically 
thereafter, and the adjusted one became "at the end 
of the first 10 years and, periodically, thereafter." 


That, basically, was the change. 
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Q. And were there any other changes 
they required? 

MR. CLARKE: Are you referring now to 
any unusual things or just anything? 

Q. Any change in the gas purchase con- 
tracts which Metropolitan Life required. Mr. Chair-— 
man, I was only asking these questions because Mr. 
Clarke had been relating to you other changes which 
Metropolitan required, and if there are any other 
people in Trans-Canada that can answer these ques- 
tions just as fully --- 

THE CHAIRMAN: I understand what you 
mean. I thought I had framed my question to get 
Liao ue ne levant  intormation ss .Lvciomepnar aie: 
Clarke meant to give me everything, there is no ques- 
tion about that, out was trying wo get all this —-— 

MR. FRAWLEY: I was waiting and thinking 
you would include it and I would not have to ask. 

MR. CLARKE: I believe at the stage we 
Limst  Sparred out, Contracts cou ieel ww Go noel eaeee 
very tersely, had a clause in there on the. basis 
you can earn so much rate of return and beyond that 
you have to re-negotiate. I believe at ‘the beginning 
it was 7 per cent; I believe it is now 7 1/2 per 
cent, and I believe in view of the deep advance in 
the cost of money during this period, when it ended 
up at 7 1/2 per cent the company insisted, rightly 


so, in my opinion, that 7 1/2 per cent did not even 
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constitute a proper balance between the cost of 
money and the rate of return. 

MR. FRAWLEY: Q. Are you referring, 
Mr. Clarke, to what appears on page 15-16 of the 
prospectus of the 13th of February, 1957? 

MR. CLARKE: Yes. 

Q. "All of the gas purchase contracts 

"provide for price re-determination on January 
pig968 and, at the end of each fivemvrear 
"period thereafter and in addition from time 
"to time, substantially as follows: 

"(a) At any time the Company earns an annual 

"rate of return in excess of 7 1/2% -- " 

That ws the passage you are réererring 0? 

MR. CLARKE: Right. 

Q. Metropolitan insisted on 7 1/2 per 
cent in lieu of what? 

MR, CLARKE: I am not sure Metropolitan 
insisted on 7 1/2 per cent, but that is one of the 
changes that took place in conjunction with price 
re-determination at the time when that price re- 
determination was made. 

Q. L.was only. thinking of the require 
ments Metropolitan imposed. There may have been 
others, but just at the moment we will deal with 
these. Are there any others? 


MR. CLARKE: I think we had to get take- 


or-pay quantities of gas adjusted. 
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Q. Tell me as much as you can about 

that, and can you hehe He page’ 15"or" 16 Gn comune 
tion with what you are now going to tell me? 

That paragraph beginning: "The minimum 
"quantities of natural gas required to be 
"purchased by the Company and the maximum 
“quantities of natural gas required to be 
"delivered to the Company by the respective 
"sellers, under the gas purchase contracts 
"of the Company, during the five years from 
"November 1, 1958 to October 31, 1963 were 
"determined upon a prorata basis which takes 
"into account the minimum quantities of gas 
"pequired to be delivered by the Company under 
"its gas sales contracts, the maximum quantities 
"which customers can require the Company to 
"deliver under such gas sales contracts the gas 
"reserves in the fields from which the respec- 
"tive sellers are to deliver gas, the delivera- 
"pility of such gas and other related factors. 
"After November 1, 1963, the maximum quantities 
"of gas required to be delivered by the res- 
“pective sellers to the Company are the respec- 
"tive maximum quantities required to be delivered 
"by the respective sellers during the year 
"ended October 31, 1963, and the minimum quan- 
"tities required to be purchased by the Company 


"vary from 59% to 85% of the respective maximum 
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"amounts required to be delivered by the 
"sellers. Certain of the company's gas pur- 
"chase contracts provide for the delivery of 
"sufficient quantities of natural gas during 
"the period from November 1, 1957 to October 
"31, 1958 to enable the Company to fulfill 
ies delivery obligations during such interim 
noepiod,” 
Is the change you are now going to tell me that 
Metropolitan required, contained in that paragraph? 
MR, CLARKE: Yes,  beltevernig ie. 
A. Then point out what Metropolitan re- 
quired? 
The “best “way tovdo: It ) Micha rhea 
point out what it was that Metropolitan required --- 
MRY “CLARKE?” ‘know, (but ait agi ttbewmore 
complicated than that. Here is one phase of it: 
on the basis of the engineering studies which were 
Supplied to the potential buyers, institutional buyers, 
of bonds, the annual capacity of “the pipeline, as it 
grew, in those studies, could not even take care of 
the minimum annual take-or-pay volume in the gas 
purchase contracts as they were then set up. DO, 
we had to make an adjustment on that. Furthermore, 
there had to be -- while they could not make any 
adjustment of gas purchase contracts on this score, 
but the minimum take-or-pay that the company would 


get, the minimum from its market customers, had 
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to be sufficient to take care of Operating expensss 
at a minimum level of operation and still leave 
enough money to pay interest and service the 

debt retirement when it was scheduled to take 
place. 

Q. I do not want to interrupt you, but 
to put it more bluntly, were those requirements 
things which visited restrictions and Stringencies 
upon the gas purchase contracts from the standpoint 
of the view of the purchaser? Liew Le aad tbe Ware 
to know. 

MR. CLARKE: It am nobt.a producer. but 1 
would say these requirements are, in my opinion, 
normal requirements to make a pipeline a workable 
proposition, and it just was a case and a question, 
could the producer and the pipeline adjust these 
gas purchase requirements so they would be workable. 

Q. And is it fair to say the Metropoli- 
tan was thinking of the result to Trans-Canada Pipe 
Lines rather than to the producers? 

MR. CLARKE: I would say so. It was 
Trans-Canada bonds they were buying. They already 
hadsea Log of “che producers, 

Q. That is reasonable. Were there any 
matters -- I just want to know what they were, un- 
less they were very inconsequential. 

MR, CLARKE: On the front line -- the 


gas purchase contracts, I believe, were initlally 
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Set up on a 3-year construction program -- a 2-year 
construction program on the part of Trans-Canada. 
Now, when the volumes, the minimum take-or-pay 
volumes had to be reduced in order to get in step 
with the capacity of the line to take even the 
minimum volume, that meant the trunk line had to 
prolong its construction period and go from what 
would have been a 2-year construction program, 
mayre before 10 got alone to TEs fold construction, 
it would be 3, I do not know. We had to adjust 
that and adjust the rate, so you knew the rate pro- 


vision in accordance with the prolonged program. 
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Q. Do you find any reference to that 
in the prospectus? Probably not. 

MR, CLARKE: I think it had been done by 
then, 

Q. Would it be on page 17, 5th paragraph? 

MR. CLARKE: Yes, that is the end result 
of that redeal on the trunk line. 

Q. Is there anything else? 

MR, CLARKE: There was a situation where- 
by if the company voluntarily reduces the price of 
natural gas -- I am reading from page 16, about 
halfway down: "The gas purchase contracts also 
Provide’... .” 

Q. But that was a change from the 
original gas purchase contracts? 

MR, CLARKE: That. si Stayed aa 
believe. However, we did get nailed down, that 
changes in the sales contracts price levels at 
any time up to the time the company first started 
to deliver gas would not constitute, if there 
were a change down, a voluntary reduction in price, 
which would bring abovt a price re-negotiation with 
the gas producers. 

Q. That was the change that was 
brought about at the request of Metropolitan? 

MR. CLARKE: No, wttet 4s not e653. bu, 

I do think that in order to insulate that, I think 


it is close to becoming an event of default in 
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the indenture, if there is such a voluntary price 
reduction as qualified tere on page 16, Item No. 2. 

Q. Were there any other changes that 
Metropolitan required? tl am only putting it from 
the point of view of the producer of gas. 

MR. CLARKE: I cannot recollect any 
that pertain to producers, 

MR, FRAWLEY: Thank you very much, Mr, 
Clarke. 

THE CHAIRMAN: May I come back to that, 


Mr. Clarke. Lhe net effect of that was cher the 


producer got less for his eas: is that rieht? 
i) o Lamy 


MR. CLARKE: No, The price dig met 
change. He stood, if minimum conditions were to 
exist -- a highly theoretical proposition 


THE CHAIRMAN: Yes, but we have to take 
in these realms of theory too, 

MR, CLARKE: I know. If absolute 
minimum conditions existed in the operation, then 
there was no point in Trans-Canada buying at the 
same price more gas than it could pur ineirs tine 
by reason of the growth of the line, and it was 
Just. a question of tailoring the animal to Fit 
the pot -- of adjusting. 

THE CHAIRMAN: Would these be your three 
principal producers that were mentioned this morn- 
ing -- would it affect them the same way as it 


would anybody else? 
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MR. CLARKE: It would affect everybody 
pro rata in accordance’ with when the contract said 
they were to start delivering gas, and I think the 
contracts basically all have the same general pro- 
visions as to that, Some start a little earlier 
Pecause the field is mot near the trunk line until 
toe crunk tine is built, and that, sort of thing. 

THE CHAIRMAN: We have heard rumors -- 
and I think it has been stated pretty well before 
us here in these hearings -- that Trans-Canada was 
having difficulty in making arrangements with 
producers of gas in Alberta for the sale to it 
of the necessary quantities of gas: would these 
conditions have any effect upon the company's 
ability to meet competition in that respect? 

MR, CLARKE: I know they had plenty of 
difficulty several years ago, and up to the time 


these things were all ironed out, at the time of 


Pinanecine.. Frankly, I do not know about any 
current situation like that. I don't know 
enough to be able to comment on it. Lf Lt exists; 


it certainly would be difficult for Trans-Canada 
to do any additional financing until it was cured. 
THE CHAIRMAN: er us ask Mr. Coates 15 
he knows anything about that, because he is more 
primarily engaged in the operation. 
MR, COATES: Y ur question was, did these 


re-negotiations as imposed by Metropolitan have 


{ 


we 
4 


a ee <> : 


4 
ey Sete 


ee ane 963 tha Aiwow ah 


Rae Hee sis: ak ‘rt fe INE 40% 
By, - te 


Po beds cstpuaeta’ # ‘bei ta su fhe vhtets “Jas oe | 


4 
Al Lan vi a ue 


eo. abe Doers “emme aed eg (eg, rhe “endings patie) | me he 
ory qobkierss Sloedt ie ans siti ee ait sone ot. ae anotety | 


i \ 


(ast t8 <a A 


ait Feta pet = aU Ba eau.” don at het? ond seusoed 


> ANB ALY Ah ervey Sieve: Battie.” rere ah ane sew elt a 


; Feeney Re Nips - a. 
om ReorGainyey! Ringe! Sigel iW" g MAMATAHD ap i, | 


z) 


etotod Llom wittseg Meters: per. ‘Bs sai +t states x’ Bae we 


ay Vis ante wr 
4 i 
Py Ae ea Vb ae eee 


ee TR OT A ee art tr ss rf on evi it at eect ax 


nt 


¥ Gah Bes (Nore einer em * ‘ oa +h EN . ie « \ " , 
(Ate etaenaaeterta: cotta at wd feokl trib antver 


‘ +. ear xan. ree " i / 
: ; : C5 TART a pn MAL aaa ‘ 
Sacer We Neen = eM Prt ree rece Ser i | | 
Po eS Ge aL et ci NOE SRO ee BB Te) eet SG a ene | 
SN ft ve ane plies? ates = me ‘ . 
lee ORY: cP aay | hey re ne | | 
OES ERY f t tek $i a). i ce vie h ray » ¥rsaBSoen aad %o | 
t | Pete 
: aver ed + by pases i 
Ga) he OY eg t { ph } a eS rar BNO j + PDMOD 
4 7 
i a f a 
ai t ae 
. A iol ; ‘ . ; 
td ee j Eu ot tO) Td oe) Cees Y tysery } vet tds 
a 
‘ See ea 
PK. 7 oie ey 


dant od of «iw hae ORR eaaey Lexeven) woh ieee 
(le @*tow ialtdaaile } es eriy. ; 
POO ROKRT Gt OR EM Eatenergit adtsadey | 


say aren, 0/72) rer tie f 4 aie 
Ou 4 ye py WoL tL ig Carns ht tC “taswate 


4 a “ae ne oy oem 
5 Livre peeniss : 
"ies ain Oy, FL, PF AOMMOS Og otis ari co agate 
: : fees h eit peeve ; 
a Ft, bee Ca os : BY my ‘et oe Mla, “ Cc fh int ii haw Vv foba J ye Pde 
“ith ny reds. tebe t watt i t gyre t ih y! ied tel’ i ey ite wah my BS 
DEF DEES Pe ae aah LE, ED DES fe £0 Sen in b5 | yi OY OF 
. ! | . y 
(> Bi F Pe lee, Ay itis 
adi hl 1 sy ool a ‘ ' 
Dede ET M see eu dead seAMA iy; nite \ Ser £ 
Lily sd joke i yy y par ee = Cae ener 7 
P ease 3 Par Cook Pe tie ak ame ate PT | s J 
ME Eh ON ANS ae GEC aee a) elek: anit rites ‘Byorol ait 
rats ds eS Nl ran ae | 
: DS Seething." wyatt. oul vee ABBAS ti! ‘tsmtsg 
ie mr, ay 3 Pes 6 4 (a , ete * o i pe 
t a . AeA ecw runes y Pil, av paca (ates ’ met cre es ae ne é ey u «4 ' 
> e eit oe Os Mee oes, A 8 ete v j 
Font Ohh ve a alia me ey apr Ae \EATAOO . AM 
) ; i . 


OVEN. Hath ioawiiem wd. baaedm 


ANGUS, STONEHOUSE & CO. LTD. 2097 
TORONTO, ONTARIO 


anything to do with our difficulty to purchase gas 
at this time. No; “sir, Lf. don’ Think thew did. 

THE CHAIRMAN: It is a straight matter 
Of noance, 1s 26? 

MR, COATES: Nese euLiey 

THE CHATRMAN: Of financial ability to 
pay? MeL Picnic. In caste 

MR COLTES: Yes, sar; I believe our 
ability to pay is just about as good as anybody else's 
at this time. 

THE CHAIRMAN: Have you been getting the 
gas? 

MA COMMS. No, sir, we haven't, 

THE CHAIRMAN: Can we go back to Mr.Clarke 
for a moment. 

MA. COATES: Before you go back to Mr. 
Clarke, could I make a comment? 

THE CHAIRMAN: Yes. 

MR, COATES: There was one other amendment 
to the contracts that was not imposed by Metropolitan 
or DeGolyer, but was imposed by the producers on 
Trans-Canada as a result of the re-negotiations that 
we did go through with the producer when the producer 
had to accept certain requirements, and that has to 
do with the Favoured Nations clause where, after 
a passage of ten years, all producers from whom 
we will be buying will receive the weighted average 


price of gas so that if additional prices are paid 
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now, after ten years when the first re -negotiation 
takes place, the weighted average of all contracts 
would then be the price for all gas purchased if 
no other price is established by re-negotiation. 

MR, FRAWLEY: Q. I gee that. in’ this 
document, Contracts other than Gas Sales Contracts, 
and the section that is headed Summary of Gas 


Purchase Contracts as of Pepruary ist, 1956. 


MA, COATES: Yes. 
Q. And I see that line, "Favoured 
Nation weighted average price after 1968" -- and 


that runs through them all? 

Min, COATES: Yes. 

Q. So that change was put in for the 
first time at the time of your re-negotiation? 

MRe COATES That was put in for the 
first time at the insistence of the producers. 

THE CHATRMAN: ould you agree, Mr.Clarke, 
what, the costof Linancing,. that 2s tol say omc 
interest rate, sinking fund payments and funded 
debt, and so on, has a very definite bearing on 
the amount that you are able to pay a producer 
for the gas and the price which you charge the 
consumer at the other end of the line? 

MR. CLARKE: It certainly does. 

THE CHAIRMAN: So, if you had been able 
to do your financing at a substantially lesser 


interest rate you would have been able to pay the 
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producer more and put part of that benefit also to 
the consumer at the other end of the line; is that 
SALT 

MR. CLARKE: Up. to -4- polat, You may 
pe aowed, inthe States, 4 rate of return, which 
is one thing, and it is another thing to earn it. 
To the extent that the higher cost of money closes 
in against a given level of return or rate of 
tevurn Lt-is harmful, but if at as lesser, then 
I think you are in a position to think about maybe 
the possibility of a voluntary rate reduction or a 
voluntary -- I won't say voluntary increase to the 
(ORMIC TONE CC. 4 Sais 

THE CHAIRMAN: You might pay a higher 
dividend. 

MR. CLARKE: , ow ee ONG. VOU Naver Lo: Sur 
down and re-negotiate. 

THE CHAIRMAN: It can go on the equity, 
or a benefit to the producer or consumer? 

MR. CLARKE: Yes. 

THE CHATRMAN: And, therefore, your 
capital structure has a very direct bearing on 
the price paid to the producer and charged to the 
consumer? 

MR. CLARKE: T would say so. 

THE CHAIRMAN: And, therefore, the con- 
dition imposed by Metropolitan Life, which locks 


you in from lower interest financing for some years 
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LS aly onerous condition? 

MR, CLARKE: “tt is onerous by reason 
of the fact that in my opinion the interest rates 
grenso hich. You would not have it if 16 were 
low. 

HE CHATRMAN: I am not suggesting any- 
thing wrong was done at all, 

MR. CLARKE: No. 

the chairman: You were the victim of 
high interest rates at the time you had to do this 
financing? 

MR, CLARKE: Lhat is viene 

THE CHAIRMAN: But, if a year from now 
interest rates were generally lower for securities 


of this nature, and the company is on a much sounder 


basis as time goes on, and so on -- more sales 
and so forth -- your position is coming as you 
anticipate it -- and those who had the courage and 


SHLPLD TO. ¢O Into 13°20 LS mMaterialreing sande 
are able to re-finance or refund your senior 
ils 


obligations at 4 or 46 per cent -- just speculating 


-- 45 per cent, and it would make a very material 


difference? 
MR, CLARKE: Vessitt: would, 
THE CHAIRMAN: But you can't do that 


because of the conditions imposed by these, as I 


take it, one-person fellows --- 


MR. CLARKE: IT wanted to clear up that: 
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we deal with Metropolitan; we deal with the lawyers 
tor the institutional parties, The lawyers for 

the institutional parties were picked by Metropoli- 
tan; the institutions which came ORE OIG not nave 
to use those lawyers, They could use their own, 
but, as a general rule, they can take --- 

THE CHAIRMAN: MNey Sev Lossy ine une 
shuffle in the general rule. 

MR, CLARKE; But it is the requirement 
of all institutions -- if the Metropolitan is 
spokesman and the lawyers for the Metropolitan 
are the spokesmen for these other INSts CUGLOne 
some of the other institutions may come up with a 
few requirements of their own, but, by and large, 
you usually go with the leader, and if you have any 
objections to what the leader is doing, you say so. 

THE CHATRMAN: Let us clear the record: 
we have used the term "Metropolitan", but we 
don't mean it in any sense derogatory. It was 
the institutional buyers represented by the 
Metropolitan? 

MR. CLARKE: Ves. 

THE CHAIRMAN: Let us also clear the 
record on. this: the cost of financing has that 
terrific impact to which we referred a few moments 
ago. 

MR. CLARKE: Exactly rient, and — donty 


want to go any further than say this, that it is 
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par for the course, particularly when you are going 
over some fairly Keen terrain, 

THE CHATRMAN: I wouldn't disagree with 
that at all, I don't know whether you are a little 
over or under par; I wouldn't commit myself. 

MR, FRAWLEY: Be Mr, Clarke, would it 
be fair to ask you this question just apropos of 
what the Chairman has been discussing with VOUS. (its 
~ Were g-producer of gas in Alverta wouldn't 1 be 
in a happier position if I had another pipe line 
company to turn to -- an alternative choice -- 
rather than to have to deal with the one who was -- 
and I don't use it in any derogatory sense -- locked 
in by the Metropolitan Life or some other institution? 

MR. COATES: Could I answer that? 

MR. FRAWLEY: You can answer that tomorrow. 
Mr, Clarke can probably answer it now. 

MR, CLARKE: No, I don't believe so. 

My answer is "No", In the first place the locked- 
in business would apply to any pipe line; it doesn't 
have to be just. this one. There are aii. kinds of 
projects, to use your expression, "locked in”, 

MR. FRAWLEY: i Perhaps I am putting 
too much emphasis on that. You say almost every 
pipe line company is locked in by institutions who 
provide for the Pinancane of it? 

MR. CLARKE: If he wants to get his bonds 


sold and go ahead with his expansion programme. 
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a Welle dom, you think af Tana 
crouucer of gas in Alverta that 1 am in a happier 
position if I have another pipe line company to 
look to rather than one? 

MR, CLARKE: I think that a producer of 
gas in Alberta, from what I have listened to at 
these hearings during the time I have been here, 
is looking to the market in Canada, and to the ex- 
tent there are reserves beyond that, then if they 
are available, the more pipe lines I imagine the 
happier he would be; but, until that is established, 
1 don't think to a producer in Alberta it makes too 
MuUCchMaLiTerence:, 

Q. Mijarienty Ll wat put io another 


way: you don't subscribe to the monopoly theory, 


do you? 
THE CHAIRMAN: Monopoly theory of what? 
MR. FRAWLEY: Q. Pipe lines? 
MR. CLARKE: Noy Sats There is, to my 
knowledge, no monopoly .area -- at least, in the 


United States there is not. 

Or There is virtue in competition 
whether in pipe lines or in selling gasoline? 

MR. CLARKE: There certainly is. 

MR. COMMISSIONER LEVESQUE: Mr, Berry, 
in case you haven't got it here this afternoon, I 
would like to have this tomorrow morning: on page 


37 of your prospectus, you have got a note, == jou 
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know what I mean -- so many at $8 and so many at 
$10? 
MR. BERRY: I have it available now. 


MR, COMMISSIONER LEVESQUE: is 1b very 


long? 

Mit. oBERRY : I ean give it to you now or 
tomorrow morning, Is this as of December 31st, 
1956? 

MR, COMMISSIONER LEVESQUE: That is 
PLCOG. 


MR. BERRY: That relates to the number 
of shares of 1,928,184? 

MR. COMMISSIONER LEVESQUE: Right. 

MR. BERRY: What you want to know is, 
how many shares and at what price, as of that 
date: the original 2,002 shares had been issued 
at ele) share. and they are: the niyshanes. Ghat 
have been issued at that price. Therefore, all 
the remaining 1,926,182 shares were issued for 
a consideration of $8 per share. Sovtnaty sae 
December 31st, 1956, the average issue price 
for the shares then outstanding was $7.99. The 
figures that in total relate to that are shown 
at the page you mention, 

THE CHATRMAN: If you go on beyond 
December 31st, 1956, and take it to December 31st, 
1957, there is a change in that, is there not? 


MR, BERRY: Yes, sir. Would you like 
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to have those? 

THE CHAIRMAN: We will get it in the 
morning. 

Us there anything further, Mes Papelile? 

Bie Ce Le LO: Nothing further now. 

THE CHAIRMAN: Thank you very, very much, 
My, Clarke, indeed, for being here today and helping 
the Commission with your background and information. 
IT appreciate the frankness with which you answered 
the questions. 

MR, CLARKE: CE ee EOL, mye aee 

THE CHATRMAN: The Commission will adjourn 


until tomorrow morning at 9.45. 


---Whereupon the hearings adjourned at 4.40 p.m, 
UNntIT-O.A5-a.m. pon Praday, BPebruary 2st ,1956. 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


Friday, 
February 21, 1958 


~--Upon resuming at 9.45 a.m, 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mr, Pattillo? 

MR... PATTICLO: Mr. Chairman, before we 
start any further examination this morning Mr, 
McNeill has asked that the company be given an 
opportunity to read into the record the breakdown 
of the shareholdings and debenture holdings that 
they have procured, 

MR. MeNEILL: I might say we felt that 
yesterday's record adequately covered the original 
distribution of the first mortgage pipe line bond 
Sales of the units at the time of the sale but we 
felt it would be desirable to round out the 
record at this time by giving you the present 
distribution as to the residence of the holders 
of each of the debentures and the common shares. 
Mr, Berry will read that into the record at this 
time, and I think it will give you the full 
picture, 

MR, BERRY: Mr, Chairman, I have here 
an analysis of the holdings of common stock and 
of the subordinated debentures as at December 31, 
1957, which has been furnished to us by the Montreal 


Trust Company who are the transfer agents and 
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trustees. With respect to the common stock this 
analysis indicates that out of a total of 32,409 
shareholders 84.07 per cent as at December Seales s. 
were residents of Canada. Out of that same total 
the remainder of 15.93 per cent are residents of 
the United States and other countries and these 
holders held out of a total number of shares of 
4,353,184, which was the free stock not attached 
to the units as of that date, 78.65 per cent were 
held by residents of Canada and the balance by 
residents of the United States and other countries. 

With respect to both the United States 
and Canadian series debentures, as of December 31, 
1957, there was attached two shares of stock per 
$100 principal amount of debentures. In other 
words, these are commonly known as partial units. 

The securities were held by a total of 
27,523 holders of which 86.87 per cent were resi- 
dents of Canada and the balance residents of the 
United States and other countries. In terms of 
principal amount, 75.02 per cent of the total 
outstanding principal amount were owned by residents 
of Canada and the remainder by United States and 
other countries. The number of shares in total 
attached to the partial units as of that date was 
1,500,000 shares. 

THE CHATRMAN: Would I be correct, Mr. 


Berry, in suggesting that when you use the term 
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"owned" you mean shown on the books of the Montreal 
Trust Company as being registered in the name of 
with the address shown therein? 

MR. McNEILL: With a Canadian address, 
that is quite correct, sir. 

MR, BERRY: If I might suggest, when we 
closed yesterday I was giving the breakdown of the 
value for Mr. Levesque. Is this an appropriate 
time to complete that? 

THE CHAIRMAN: Yes, sir, please, Mr. Berry. 

MR. BERRY: We left off at a point where 
there was a total of 1,928,184 shares outstanding 
as of December 31, 1956. During 1957 and; sin 
fact, right up to the present the additional shares 
issued were a total of 175,000 shares in respect of 
options including the sale to Mr, Kernan and White, 
Weld and the public offering constituted 3,750,000 
shares, bringing the total outstanding at the 
present time to 5,853,184 shares. Are you 
interested in the dollar value attributable to 
this, Mr. Levesque? 

MR. COMMISSIONER LEVESQUE: I am more 
interested in the capital structure here because 
if I might ask a question, I went through the 
transcript last night and there were 10,000 shares 
issued to Mrs.Tanner at $1 a share. 

MR. BERRY: I am sorry, sir, that was 


not an issue to Mrs. Tanner. As I understand it 
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from Mr. Tanner that was a sale of shares that had 
previously been issued, to the original parties, 
Canadian Delhi, I believe. 

MR, COMMISSIONER LEVESQUE: Yes, does 
that mean Delhi paid $8 and sold its shares at $1? 
Would that be the answer? 

MR. BERRY: Well, to be precise, at 
least the largest number of them, yes, sir. The 
only shares that were issued for $1 total 2,002 
shares back prior to July 31, 1954. 

MR. COMMISSIONER LEVESQUE: Yes, but 
if we go back to Wednesday, Mr. Tanner told us 
that Mrs. Tanner received 10,000 shares at $1 
a share. 

MR, McNEIUL: Not from the company, 
that was a transfer and not an issue of shares, 

MR, COMMISSIONER LEVESQUE: Does that 
mean Delhi paid $8 and sold at $1? 

MR, McNEILL: Thaw could nave veer, 
They could not have transferred more than their 
1,001 of the $1 shares. In other words, Delhi 
had 1,001 $1 shares and all the rest of their 
shares were $8 shares. 

MR. COMMISSIONER LEVESQUE: That is 
not the question: did Delhi pay $8 a share and 
sell for Si} hyes or no. 

MR. McNETLL: Of the 1,001 shares they 


gave to Mrs. Tanner it could have been $1 shares. 
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The remainder must haves peer $8 shares. 

MR. COMMISSIONER LEVESQUE: ALL sient, 

MR, COMMISSIONER CUSHING: Why is it 
necessary to write that sentence into the prospectus? 
That actually is a private deal, is it not? 

MRA BERRY: Which sentence? 

MR, COMMISSIONER CUSHING: On page 32, 
that Mrs. Tanner is the beneficial owner of 9,999 
shares of the company. 

MR. McNETLL: That was a requirement of 
the United States Securities Act in which it is 
necessary to disclose holdings of shares of officers 
Or ot relatives! of officers, That is required by 
the SEC of the United States, that was in compliance 
with their regulation, 

MR. COMMISSIONER CUSHING: . I see. 

MR. COMMISSTONER BRITNELL: Does that 
mean at that time no other relative of an officer 
of the company held any shares? 

MR, McNEILL: I am not an American law- 
yer, but as LI understand it, this pertains only 
to: holdings. of a certain size. 
| MR, PATTILLO: ts Mr. RR. .C.. Brown, here? 

MR. McNEILL: Yes, he is here, 

MR... PATTILLO: Would you ask Mr. R. C. 


Brown if he would come forward. 
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R. C. BROWN, sworn 


DY MT. PALTILLO: 


Q. Mr. Brown, you reside in Calgary? 
A. Yes, Sir. 
Q. And you are the president of 


Hudson's Bay Oi1 and Gags Company Limited? 


Re That is correct, 

Q. And you were a director of Trans- 
Canada? 

A. Vee we elit, 

Q. And one of the voting trustees of 


a voting trust created on January 1, 1957, relating 
to some of the common shares of that company? 

Oe You used the word "were", Mr, 
Pocus L* StL ame 

Qe Now, when did Hudson's Bay Oil and 
Gas Company Limited first acquire any shares in 
Trans-Canada? 

A. Mr. Pattillo, if I might quote 
from some notes I prepared last night. Hudson's 
Bay Oil and Gas Company's First interest arose in 
the spring of 1954, An examination of our mining 
and gas reserves was of some concern to us and 
also as to what might be done with them, Through 
one of the directors of our company we became 
acquainted with the original sponsoring group of 


Western Pipe Line and it became known they would 


Qwisgif ot of baw: bie! 


hd Hees Staong ‘ett ets UCN ada 


= 
7 
a 
> aoe 
= 
eo 
a 
- 
a. 
Ae 


fist etd <n 
doonre-eh ten 


ae ip'Ki, (litte hey 4 bab 
wer Se utbecih «. aetew - ioe at ta Be 
NOPE E) BCD AEN AL dea eve ae ie ta, 4 | 


; ; ia 
: ; 
voehe ere vt a 
i 1 «Be p _ sbi _ ag 3 
Te Onl fal Aw 
i aay 4 a 
mh Shih! iy a) Te, oa 
haa e : Dire Tony 
ty ao. Jan MU i ste if ma ; 
of A i 
. : Jeon ye Ae 
, i i J ‘ ial wali Si a 7 arta dy ane Py oh ay 
Oo Saab Si: Se OV eee at "yr © bik i i a ee Tema Pia, 
L i yt 


oi td ate oe l (at WR ASt oe + a B arts teund. grigoy, 6. 


i 


Cikumop deed Lo Aetna rooms’ seh ta vetioa 69 | 


he f Ns Me OW vel) Eee ot” oh on hy ‘if 
vp \ / ff 
' ht nt in cn Di EOE ree " 


ie’ DEO. Get elonebel Onp hen ole o OOF ode 


detisia sume Sy 4 | jevt’ borhmit. watsiam OD. aa 
SAB oametbeet 

top Jayla tk ott hatet lit! aa hy 
"CET oii, | 9 RR sercinopactar af lean emtoe now | 


vores. da baba h Omen Pe. eaeaingy a $f dneh Ho: coal 


t 
yh eee a | 
Te ae 
_ ‘ 
4 ad a 


Ne Qin Brett merd Maree Brsien”) ai ww ‘iat sath oe en sont 
. it) any 
val 
mined: eee Phebe emit: the seein of 20, dent 
alia) 
RO ure ae Pricey Bell wisgaee 4 ue bites a daw tia 


, } lar J 
ir mic) yee, Ale y oaeeiel *. SOP ai oe Rees) 
ELA ry ma Riese i ; esa) (7 a: s tise acy ee ee i 


ANGUS, STONEHOUSE & CO. LTD, elle 
TORONTO, ONTARIO 


welcome, first, some participation in the project 
and support by producing companies and, secondly, 
some financial support, I had some discussions 
with Mr, Allan Williamson whose name has appeared 
in the record, I believe. 

Q. Of Wood, Gundy? 

A. Of Wood, Gundy. He indicated to 
me that his associates in the Western group would 
welcome not only participation on the part of our 
country but other companies as well. For a period 
of months, from say April to October, 1954, we had 
a series of discussions and as a result of that our 
company acquired 10 per cent of the number of shares 
then owned by the Western Pipe Line Group. That 
would be equivalent to 5 per cent of the total 


outstanding shares cd Trans-Canada. 


Q. That would be in the fall of 1954? 

Ay Thad LS Correct, ‘sir, Uckhoherice 
bevexacr. 

Q. Did you acquire these shares from 


the treasury of the company or were they transferred 
to you by present shareholders? 

A. These shares were transferred to 
us by the then existing shareholders. 

Q. What consideration? 

lols We paid them their price of $8 


which they had paid and in addition a computation 


——— was made of the approximate interest involved for 
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the time they had had their money invested in the 
shares and I think that came to $1.20 a share. 

I can give you that number if you like. The 
calculation for 10 per cent of the equity of the 
then Western Group amounted to 28,654 shares, 

in October, 1954, That is the number for which 
we paid $8 and an additional $1.20, making a 


total of $9.20 a share, 
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Q. Now, following that acquisition, 
you continued to hold that percentage interest, 5 
per cent, in the whole until 1956? 

A. That is correct, until February, 1956. 

Q. And at that time your interest figures 
to 17 per cent? 

A, Our interest was increasing monthly, 
because having joined and assumed our 5 per cent 
of the total, we were then responsible for our 5 per 
cent of the monthly cash refunds of Trans-Canada and 
as our company advanced our part of those monthly 
refunds for cash, we were allocated shares; one 
Share for each $8, the same as all the other partici- 
pants in the venture. 

Q. Perhaps we can get it like this: 
can you tell me, just immediately prior to the change 
in the situation in February, 1956, how many shares 
the company then had? 

A, At that time, prior to that change in 
the situation in February, 1956, we had accumulated 
59,284 shares. 

Q. And that represented what percentage 
of the shares outstanding? 

A. Approximately 5 per cent. 

Q. Approximately 5 per cent. What happen- 
ed in February, 1956? 

A. The events that happened in February, 


1956 were the result of a series of events starting 
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in November, 1955, 

Q. Will you start, then, with November, 
195>,end, bring us right up? 

A, I will be happy to do. so:, being. a 
participant in Trans-Canada we were naturally follow- 
ing its efforts to finance and get going. We were 
aware of the problem relating to pipe and if Trans- 
Canada was to be in a position to do any construction 
in the year 1956, orders had to be entered with the 
Steel mills to get the pipe on the rolling schedule. 
We were informed that Mr. Symonds, representing the 
Tennessee Transmission Company, had agreed to place 
those orders on behalf of Trans-Canada. I believe 
the agreement he emtered into with Trans-Canada has 
been discussed by the Trans-Canada people. 

Shortly after Mr. Symonds entered into 
that agreement, I believe his first -- this is only 
partially from records and I cannot be too exact as 
to tie date -- his first approach made to the then 
Canadian Gulf Oil Company with the idea that the 
success of the Trans-Canada venture was of great 
importance to the producers as well as to Tennessee's 
project to buy gas. I was informed that he had 
some sympathy with the viewpoint of Canadian Gulf 
Oil, and also talked then with the chairman of the 
Board of Hudson's Bay Oil Company, Mr. L.F. McCollum. 
Mr. McCollum called me into conference with the 


group and, over a series of meetings, say from the 
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10th of November until about the 15th of December, 
it was agreed that it fee Somewhat imperative for 
the producing companies to get behind this Trans- 
Canada project. Mr. Symonds, Specieloady. tought 
we Should share his pipeline liability and made the 
direct declaration to me that the number of shares 
on which he had an option was a larger position 
than he wanted to have in Trans-Canada. We did 
some investigating on our own with the financial 
interests, basically in New York, and it was very 
clearly indicated to us that Trans-Canada would 

have difficulty and, probably, could not finance 
unless some of the operating and producing companies 
joined in the venture. It was very clearly sugges- 
tedetoaus thatuourspesition should: be vonecor temporary 
control. 

Q. Who made the suggestion to you? 

A. A number of financial houses in New 
York — basically, representatives of Metropolitan 
Life, and some of this information was conveyed to 
me by my chairman, though I am not exactly certain 
what companies were involved. 

Q. Yes? 

A, From that consideration a plan was 
developed that the three companies, Tennessee, 
Canadian Gulf and Hudson's Bay Oil and Gas, would 
subscribe to a sufficient number of shares and put 


into the treasury of Trans-Canada, at the rate of 
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$8 per share for those shares. The number of 
Shares was calculated eo represent 51 per cent of 
what would then be outstanding after their issue, 
divided equally between the three companies. It 
was agreed with the original sponsors of Trans- 
Canada that this was only an interim ownership and, 
upon financing or completion of construction, there 
was a certain latitude in time, each of these three 
companies would surrender back to the original 
Sponsoring group two-seventeenths of the number of 
Shares they had, each company owing 17 per cent of 
the total to make up the 51 per cent of control. 
That is, we would surrender these shares back at 

the same $8 price at which theytwere acquired, plus, 
I believe it was, 4 fe per cent on our money from 
the time it was invested. On behalf of our own com- 
pany, I think it was made abundantly clear in dis- 
cussions with the sponsors of Trans-Canada and with 
certain representatives of the Federal Government, 
particularly Mr. C.D. Howe, that our position was not 
of a gas transmission company. We did not want to 
be in that position permanently, and it was quite 
tiKelys: upon completion of financing » omjyrat least, 
upon completion of construction of the line, we 
would get out-of the project. © fave Terr toutee 
great deal of detail that, naturally, took place 

in the discussions, but that is the historical 


picture of the ownership of the 17 per cent shares 
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acquired by our company. 

ihe point i Seueniy did not make quite 
clear was that in building up the 17 per cent we 
only acquired sufficient additional shares to 
bring our total up to the 17 per cent fieuPe, AG 
that time, Tennessee had subscribed for a few shares, 
I believe during the months of November and December. 
That company took sufficient shares to bring 2G ip 
to the 1/7 per cent and Canadian Gulf bought its 
full 17 per cent. 

Q. And this whole proposal that you have 
outlined, you say, was made known to the Honourable 
Mr. C.D. Howe, who was then the Minister of Trade and 
Commerce, before it was completed? 

A, Not only made known -- before it was 
even jelled into an agreement -- representatives of 
both the original groups in Trans-Canada, Mr. 
echultz, representing Canadian Delhi, Mr. Nesbitt, 
representing the Western Group, and myself, repre- 
senting the three new companies, visited Mr. C.D. 
Howe on the 29th day of December, 1955, outlined 
this tentative plan in considerable detail and were 
informed by Mr. Howe he would be very happy if in 
this approach to get new companies, our coming 
into this, endorsed and subscribed to the principle 
that at least 51 per cent of the shares shall be 
offered to the Canadian public. .0F ceurse, 2 
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Q. And you gave him assurance that you 
would? 

ee Yes. May I add one other point? 

Q. Yes, 

A. Having that general understanding 
with Mr. Howe, then we proceeded to reduce our agree- 
ment to writing in a tentative form and, again, the 
principle came up and when that was done we presented 
him with a copy of that tentative agreement and 
discussed it item by item. 

Q. Have you a copy of that agreement? 

A. Yes, 

ny MCN Gi I would assume, Mr. Chair- 
man, we may replace this executed copy in the Com- 
mission's records as soon as we can get that out. 

THE CHAIRMAN: Yes, “but you do nov have 
to" worry. I do not think we will lose 10 in the 
POCOrcs . 

MR, BROWN: There’ are @ number of relacved 
agreements and this is the entire file. 

ME. CAPT. Q. Thank you very much, 
Mim Brown. 

I have in my possession, handed me by Mr. 
R.C. Brown, an agreement headed "Purchase Agreement 
dated 8th February, 1956" between Trans-Canada 
Pipe Lines Limited of the first part, Tennessee Gas 
Transmission Company of the second part, Canadian 


Gulf O11 Company of the third part and Hudson's Bay 
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and this document provides that the subscribers, 

who are the parties of the second, third and 

fourth part, agree between themselves and with Trans- 
Canada that within ten days from the execution of 

the document they would subscribe for unissued 
treasury shares of Trans-Canada in the following 
amounts: Tennessee, 307,291, common shares; 
Canadian Gulf, 327,791 common shares; Hudson's Bay, 
268,507 common shares; the purchase price to be 

$8 per share. 

Clause 5 of the agreement provides con- 
currently with the execution of this document the 
three subscribers were to execute an option agree— 
ment in favour of the Montreal Trust Company pro- 
viding for an option upon the shares of Trans-~ 
Canada owned by each of them. 

Clause 6 provides Trans-Canada declares 
and agrees with these arrangements: that the fin- 
ancing and the costs of construction of the west- 
east natural gas transmission line proposed to be 
built by Trans-Canada will include a public offer- 
ing in Canada of common shares of Trans-Canada's 
presently unissued capital stock in an amount not 
less than 51 per cent of the total number of common 
shares of Trans-Canada to be outstanding after such 
offering has been made, including shares covered by 


such offering, and it is Trans-Canada's intention 
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to effect a wide distribution of such shares 
throughout Canada, 

I think these are the important DroViLSsLons 
of that document. 

Attached to it is an agreement made the 
8th of February, 1956, between the three subscrib- 
ing companies who are defined as optionors and 
Montreal Trust Company as trustee for the offerees 


and Trans-Canada Pipe Lines. 
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The offerees, under Clause 1 on page 2, 
subclause (b) are named as international Utilities 
Corporation (NT) Investments Limited; Osler, Hammond 
& Nanton, Limited; Wood, Gundy & Company Limited; 
the Calgary and Edmonton Corporation Limited; 
Montreal Trust Company, as trustee for Canadian 
Delhi Oi1 Limited and Canadian Delhi Oil Limited. 

Clause 2, subclause (a) gives the 
onterecs the right and voption to purchase, during 
the option period, 38,563 shares from each optionor, 
and the offerees are entitled to receive these 
Shares in the proportions of their then present 
holdings. 

The price is $8 per share plus interest 
at the rate of 44 per cent from the date of the 
agreement to 52 days after the date of option, 
together with any transfer tax that may be payable 
and a sufficient sum to pay the fees and expenses 
of the trust company. 

The date of option was to be a date 
selected by the optionors not less than two days 
after the giving of a notice and not later than 
three years after the date of filing of the agree- 
ment and, in the event no notice was given, then 
the three-year period was to be the period of 
option, 

Attached to this document is also a 


Schedule B, dated the 8th day of February, and it is 
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a letter addressed to the three subscribing com- 
panies and signed by all the then shareholders, 

and they say that in consideration of the sub- 
scribers! agreeing to execute the purchase agree- 
ment, each of the shareholders covenant to increase 
the number of directors to 18; to elect a nominee 
of Canadian Gulf and a nominee of Hudson's Bay 

as directors; to establish an executive committee 
which would have powers set out in the draft by- 
law consisting of 8 members, including the president 
and executive vice-president of Trans-Canada, a 
nominee from Tennessee, Hudson's Bay, Canadian 
Gulf, Canadian Delhi and two nominees from the 
Western Group. 

THE CHATRMAN: ould you mind reading 
the nominees to the executive committee again, Mr. 
Pacual lo? 

MR; PAPEL, The president, executive 
vice-president of Trans-Canada; a nominee from 
each of Tennessee, Hudson's Bay, Canadian Gulf, 
Canadian Delhi; two nominees from the Western 
Group. 

The final document is a document dated 
the 9th day of February, 1956, signed by all of 
the original two groups, Hudson's Bay and tne 
Montreal Trust Company, and provides for the ter- 
mination of a voting trust that had been in exis- 


tence since the 2lst day of October, 1954, and 
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Clause 4 provides for the Gistribution ofvati.y tre 
common shares in the capital stock of Trans-Canada 


held by the Montreal Trust Company as trustee 
under the former voting trust, amongst various 
people. 

Mats adldvine alles wast 4436826. shares 
that were distributed, and provided for the 
Montreal Trust Company to continue to hold the 
58,919 common shares which were under option from 
De lhl», 

MR. PATTERSON: That will become 
Exhibit C-21-1, Mr. Chairman, the right of sub- 
stitution as outlined by Mr. MeNeill. 

---EXHIBIT NO, C-2l1-1: Purchase agreement dated 
February 8, 1956, between 
Trans-Canada, Tennessee, 
Canadian Gulf and Hudson's 
Bay Oil and Gas: 

MR *PATTILLG's Q. Now, My ar Brown; did 
the Hudson's Bay Oil and Gas Company Limited, fol- 
lowing February, 1956, acquire any additional 
shares in Trans-Canada? 

A. NOs ese 

Q. And has Hudson's Bay Oil and Gas 
disposed of all its holdings in Trans-Canada? 

A. Yes 1 has. 

Q. When were these disposals made, 
to whom and for what price? 


| 
| 
ae In July,. 1957,, Hudson's Bay Oi1 


Rah . , ; 
Sonne : Shee i eee , 

SY i koe Biss) fet ie PY ts oe z ’ ’ ‘ 
, } «irs é { a ihe a vy am j 

A Be ee i rma Li ve sb ne @80- DA Uy ate 1 

VRE < ; Ve } j 
Bes Sab aig in 
AN Sy @ See ciDLon = hh ae ite: TO. shegoge th 
Reo as 
on Les ) 
. (oh ey A ff ; 
aria a n ie ;. vt ee np eae * ee gee | , , 
a - Fs e ? oye ne ‘ j 1 Mi | + 1 u 
. t » 4 
fn, eye oy ' e » var 4 f i 4 iy \ } ) ive! : <a 
' \ * A. oe U Lit) ie SOLE i = W ecw ae ys PH be ong | 
@ ) ’ a ; ao v/a x id WW 
| | ae a al 

reek A. \ 4 ' a ky m : in i uy 
Pe nae Peat ee foes pag “babe don! bes. tony Od | 
: ml leicedl ees, Ses Mites PL 4 — 
oR 1 an me" ap ra all te 

alti ' ‘! , pi 


Wee: oes ae ate a 
yy a 
ane £08; 4a note psd ba, ett 
a mr 


¥ 8 are ae: 


gHstitae tig le 4] ot i * We ie Ae Neh te ) 


Sh aa 


AON ee BOL), shi Ch 3 if i. ke lap nn Mint a i | 
1S San ye eit: } ki i id ‘ 

Li's ve uaeinnn: sow sari. 

Tsao s af viene eaves foerttrom e 


nicuitt. eo hers. aweochy erkous rio Jehu a btaui escininio One Be. 


nt kien } 


BEES ladles oe ; 
“ ia ye i. Pr e airy i 
5 ee beets! 
ay | 
i } ; , oe 
PRK Ts a : + ee 
A, bon ni 
o are 
A Fe Fa 
nn? jeu 
2 " ae 
Dea i ANTS , 2 LS 9D OM TITER = oun 
e q y sr on walle Cire se Abide alarnendmgten. Wau imeeareiulatey xB, Ne is 
ft; par dey gear Mp De tines 
A Vis . 
j* if . Mn aroe 
yan One ety 
. i 
FS yiare 1 
I a ) i 
i} 
in iW | 
a ial g ail i 
H hy teu | 
A i de | 
Batt b oe rm le Dare i a Py a yy 
aa Roa © ae BS ) COLIT EVAR © i: 
7 Certo F : ; 2) 
eee) Naina oh ane “dl 1 i a 
4 . bo@-teld vrseco! Ben SA be eel et Cee ene . 
Sy reaped ae ate ty Roih atae f MgCE ls! oF N fe yj 
$ 4 ts j 
Ta vy, Das nes i <igtoxd om PwoLl 
. Laet a : 
Ts. ‘ | 
. il 
ey H 
shee anett 4 eaeTede | 
y 
\ Sone . f a) 


C20) Yeh eas .Vder ete! Pe pay ry ya i! 
mnie) uh 


ee 
ANGUS, STONEHOUSE & Co. LTD. 
TORONTO, ONTARIO 


and Gas effected a sale through Morgan, Stanley & 
Company, New York, for 95,000 shares at a price of 
$35, less commission, 

Q. And who was the buyer? 

A. L don tu know, sir: Morgan, Stanley 
were an agent and our deal was with them. 

Q. Right. 

A. On September 12, 1957, Hudson's Bay 
Oil and Gas effected a further private sale through 
the same company, Morgan, Stanley, for 100,000 shares 


at a price of $30 a share, less commission. 


Q. Who was the buyer? 
A. LL. do net know. 
Q. Well, let us try again. What 


happened to the rest of them? 

A. On November 15, 1957, the next trans- 
action for Hudson's Bay O11 and Gas was to surrender 
back to the original sponsor, in accordance with the 
option agreement you have just read, the 38 ,563 
shares it was so obligated to surrender. 

That price, of course, was at the $8 as 
prescribed in the agreement, plus the interest cal- 
culation. 

The last and final disposal was on 
January 10, 1958, where we effected a private sale 
directly with Home Oil Company for the remaining 
94,228 shares at a price of $25 per share. 


I think, Mr. Chairman, that according 


Pies i" . a 
, alts 
ma, “ty a 


ren 


Eis 


F; 3 bue wire © = 
oo. eee SE eee 


Ds Cay Pere “y wel i eee 4 A, ed 
rch Ei Rael ' 


i 
Sho) Ao 
i 


laws? brid wt ydeae re) oman sy serio” 


Y y 1 rele 
\. ie i sae 2 ; 
Gattrions a Aare maitn.ers AN bes: 


to GaaR aM aeee F eh sh! : 
fee § ‘ional ee 


2126 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


ROrtne eneive record in the final transaction 1 

have just mentioned with Home Oil Company, we made 

a further sale of our rights and Viabilities under 

the note purchase agreement referred to, with Home Oil 
assuming Hudson's Bay Oi1 and Gas Company's full 


position under that agreement. 

Q. Now, is there anybody on this side 
of the table who can tell us who acquired those 
shares that Morgan, Stanley got in July and in 
November? 

MR, McNEILL: We could, Il expect, trace 
those shares through the share records of our 
transfer agent, the Montreal Trust Company. We 
have not got that information with us. I certainly 
would attempt to follow those shares if I could get 
them identified and located as to whom they went 
bo. They did not go out of the voting trust 
initially when they went to the name of Morgan, 
because the purchaser was not known; they were not 
released from the voting trust. They were sub- 
sequently released. So I am sure that that infor- 
mation can be obtained. 

I have acquired some further information 
since I spoke last. Mr, Nesbitt informs me that 
Power Corporation obtained 95,000 shares, which 
would be a portion. 

MR. PATTILLO: Well, that is the first 
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THE WITNESS: The first block was 95,000 
shares. | 

MR. PATTILLO: Thank you, Those are 
all the questions I have to ask Mr. Brown, Mr. 


Chairman, 


MR, FRAWLEY: Mr. Chairman, I only have 


one question. 


BY MR, FRAWLEY: 

a Mr. Brown, I made note that you 
said temporary control by the producers had been 
suggested by New York, and my note is not any 
elearer than tha t,; 

Who suggested the temporary control by 
the producers? 

A, Mr. Frawley, I cannot give first- 
hand evidence on that. I only have this information 
from the directors of my company who went to New 
York and stated that this was the general reaction 
they obtained from discussion with the financial 
fraternity. The one name I mentioned in the 
record a moment ago, the Metropolitan, was men- 
tioned to me by my principal. 

Qe Well, that is what I was wondering, 
whether or not this was a requirement by Metro- 


politan Life as a condition to the purchase or 


the first mortgage bonds. 
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A. at would like to correct that, six. 
The first mortgage bonds at that time were not 
under consideration. It was merely suggested it 


would be a requirement of the financial houses to 
complete a satisfactory financing program with 


Trans-Canada. 


MR, MeNBI ites I wonder if I might ask 
Mr. Brown one or two questions, just in clarification 
ot Hudson's Bay's position? 


THE CHAIRMAN: Certainia: 


BY MR, McNEILL (Cont'd): 
Qe Mr. Brown, Hudson's Bay O11 and 


Gas Company is a producer of gas? 


A. Well, let us say we own some gas 
reserves. Ve would like to produce it. 
Q. And your company has entered into a 


contract to sell at least a portion of your gas 
reserves to Trans-Canada Pipe Lines? 

A. COCKE CUs ISLE, 

Qe When did you first enter into such 
a contract with Trans-Canada? 

A, We conducted a series of negotia- 
tions with Trans-Canada during the latter months 
of 1954 and early 1955. Our first sales con- 


tract. is executed as of the 2nd day of March, 1955, 


; and relates to the largest reserve we own, the 
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Cessford gas reserve in Hastern Alberta. 

Q. And that gas reserve in the 
Cessford field has been under Contract. to Trans. 
Canada, either under that contract or amending 
contracts since that time? 

A. Continuously since that first 
contract. 

THE CHAIRMAN: Mr, Brown, the Hudson's 
Bay Oil and Gas Company Limited is a Canadian com- 
pany? 

Q. Incorporated under Dominion charter 
in November, 1926, 

THE CHATRMAN: And its shares are listed 
on certain of the stock exchanges in Canada, is 
that correct? 

A. Only on the Toronto Exchange. 

THE CHAIRMAN: Only on the Toronto Exchange? 

A, ves 

THE CHAIRMAN: is., control of Hudsoms 
Bay in Canada? 

A. NOs Sant 5) a ies On ke 

THE CHAIRMAN: Would you mind telling us --- 

A. I would be very glad to. When 
Hudson's Bay Oil and Gas Company was originally 
incorporated, the ownership was 75 per cent by 
the company that is now under the laws of the United 
States and 25 per cent by the English company. That 


condition remained down through the years until the 
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an offering of rights was made to the shareholders 
of both Continental and Hudson's Bay Company, whereby 
those shareholders could subscribe at a stated price 
for 1,744,592 shares of Hudson's Bay Oil and Gas 
Company. 

Those shares were all issued. At the 
present time the company has 17,744,592 shares 
outstanding, and the ownership is 67.8 per cent 
by Continental O11 Company, 22.6 per cent by 
Hudson's Bay Company and approximately 13,000 
Shareholders living all over the world owning the 
remaining percentage. 

THE CHAIRMAN: Thank you. Now, let 
us go back to history for a moment. At the time 
that Trans-Canada was negotiating, trying to get 
some resolution of its preliminary financial 
problems at Ottawa, Hudson's Bay Oil and Gas was 
a contracted producer is ‘that richg? 

A. That “he vkeaws ast we 

THE CHAIRMAN: And we were told yester- 
day that exception was taken by the producers to 
a proposition respecting financing made by, I 
believe, the Industrial Development Bank, am I 
correct, in the form of convertible debentures? 

A. Tatas) acormects 
THE CHAIRMAN: Did your company take 


violent exception to that proposal at that time? 
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A. Mr, Chairman, we were a member of 
Trans-Canada and people doing the negotiating were 
doing the negotiating for us as well as the rest 
of the people, 

No, sir, we did not express any objection 
Ove Uy 

THE CHAIRMAN: Did you have any objection 
HC pak 094 

A. Well, I want to be clear, I nad 
certain reservations in my own mind but that did 
not affect our policy. I would have preferred 
to have contracts with a privately controlled 
company but we were under contract to Trans-Canada 
for the gas which was approved for export by the 
Alberta Board and it was not a matter that I could 
exercise any discretion in. 

THE CHATRMAN: So you would have sold, 
in any event? 

A, Mr. Chairman, I am sure you are 
trying to get to the real problem of this matter. 

THE CHAIRMAN: Yes; Lain 

A, I have no axeto grind with other 
fellows. I would like to point out that the gas 
reserves in question that our company owned that 
were approved for export are very relatively 
Shallow reserves, lying in Eastern Alberta, right 
close to the Alberta-Saskatchewan border. 


The other company whose name was mentioned 
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yesterday was dealing with a problem of some wells 
that are almost 11,000 ee deep, a terrifically 
expensive plant to build and they had the problem 
of cleaning up some sour gas and removing a lot 

of by-products. I merely suggest, for the con- 
Sideration of the Commission, that our problems 
were different in some respects. It was easier 
to complete our contract, I think, than for the 
other fellow to complete his. 

THE CHAIRMAN: You mean sour gas and 
Sulphur and so on would make a difference as to 
one's attitude as to who controlled the company? 

pps No, sir, I mean the reason that 
their contract had not been completed at that time 
was because they had more problems to solve in the 
contract than we did. 

THE CHAIRMAN: Let me get this straignt. 
Their contract had not been completed? 

A. That is my understanding. 

THE CHAIRMAN: Perhaps Mr. Coates can 
Nevpaus on this. 

MR, COATES: No, sir, we had not contracted 
with them at the time. 

THE CHAIRMAN: Trans-Canada did not at 
that time have a contract for the purchase of gas 
from Canadian Gulf? 

MR, COATES: No, sir, we did not. 


THE CHAIRMAN: But you were negotiating 
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for one, i8 that it? 

MR, COATES: ‘Xen, Sir. 

THE CHAIRMAN: And then, in that way, 
your position, Mr, Brown, your company's position, 
Hudson's Bay's position was very different, because 
you were under firm contract? 

A. That is correct, sir. 

THE CHAIRMAN; Thank you. 

MR» PAPTILLO: Thank you, Mr, Brown, Lt 


has been very good of you to come. 
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Bye, PATEL: 
Q. Your full name is Robert Arthur 


Brown, Jr. ? 


A. Yen tsur. 
Q. And you are the president of the Home 


Oil Company? 

A. Yes, pir. 

a And recently became a director of 
Trans-Canada? 
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TORONTO, ONTARIO 


did you become a director of Trans-Canada? 

A. December" , 1957," sir. 

THE CHAIRMAN: It’ ie very difficulty te 
hear you, Mr. Brown, Could you speak a little more 
clearly? 

THE WITNESS: Ves, sar, 

MR. PATTILLO: Q. Now, Mr, Brown, prior 
to the public offering of Trans-Canada, Home Oil 
Company had no share interest in Trans-Canada? 

A, That is correct, sir. 

Q. At the time of the public offering 
it did subscribe for and receive some of the units 
that were being offered, did it not? 

A, Vos Sur. 

Q. Andwem I correct in? thinking that at 


that time it acquired 32,440 Canadian units? 


A. My record indicates 33,000 units, 
anlage 

Q. 33,000? 

A. Yes, sir, and we had obligation to 


other people associated with us that brought our 
necedown “tor 2G, 41) units. 
Q. Can you tell us what those cost 
the company? 
A. They were at the market price, sir. 
Q. Following that, did Home Oil acquire 
any of the securities or shares of Trans-Canada on 


the open market? 
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A. It acquired some on the open market 
and some by negotiation with financial houses in 
Canada. 

Q. First, let us deal with the ones 


you acquired on the open market, 


A, Ves. Si, 

Q. How many were there of those? 

A. I have them listed in detail here, 
sir. I have not got them subdivided. 

Q. “Lill you give us the detail? 

A. Between February 25 and March 4, 


we bought 15,000 through Drinkwater, Weir in Montreal, 
On March 19th we bought, through Nesbitt & Thomson, 
10,000, Between March 12 and April 1, through 

Wood, Gundy, 32,000 shares. March @end to April 
10th, through Wisener & Company, at Toronto, 121,000 
shares. 

Now, sir, when I speak of financial houses, 
on July 29th, through White, Weld & Company, New 
York, we bought 85,000 shares; but that was more, 

I think, of a private transaction rather than 
through the stock market. 

September 6, through Nesbitt, Thomson, 
we negotiated for 100,000 shares. 

September 10th to January 10th, 1958, 
we bought 41,000 shares from Wisener & Company. 

October 18th, we bought 189,227 shares 


from Tennessee Natural Gas Transmission Company. 
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December 31, with the transaction concluded 
early in January, 94,228 shares from the Hudson's 
Bay Oil and Gas Company. 

Between February 7 and February 20, 1958, 
Wisener & Company, 15,000 shares. 

Hebruary 13, throucn Drinkwater, 700 
shares. 

That makes a total number of shares of 
813,455. 

THE CHATRMAN: Exclusive or inclusive 
of the shares included in the units? 

A. Home Oi1 does not own any units 
ac ali now, sir. It only owns shares. It sold 
the bonds associated with those units. 

THE CHAIRMAN: So the 147,200 shares 
you brought along as part of the units are not 
included in this total? 

A. They are included in that total, 

THE CHAIRMAN: They are? 
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Q. You segregated the bonds and the 
Shares, kept the shares and sold the bonds? 

A, That is correct. 

Q. In addition to 800 and some thousand 
Shares that you had, did you hold any rights to 
acquire any additional shares? 

A, Yes, we held the option to acquire 
convertible notes to the extent that if converted 
it would mean 158,666 shares, for which one would 
have to pay $15 per share, 

Q. You acquired what from Hudson's Bay 
Oil and Gas? 

A. 79,333 from Hudson's Bay, and from 
Tennessee Gas --- 

Q. Mr, Brown, I am not going to in- 
quire into, the price that you paid for your: stock 
on the Exchanges or where you have been buying 
from underwriters, but I do want to know the price 
that you paid for the shares that you acquired from 
fennessese. Gas. 

fap The deal with Tennessee Gas in- 
volved the exchange of certain wells in the Home- 
glen oilfield, the Pembina oilfield and Harmatton- 
Elkton gasfield. We asked Mr. Kennedy of Lehman 
Bros, to put a valuation on those and he acted on 
their behalf also and he valued the oil and the gas 
in the properties. The price paid for the stock 
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ment with Mr, Douglas Symonds and the values were 
worked out in that manner. 

Q. T°am not too clear yet, You say the 
price that you paid for the stock was the market price 
on the day you made the deal. Is that Pient? 

A, That is correct. 

Q. Can you give us that price? 

A. I can give it to you approximately. 

Q. (ii Go al bye 

te eco calsV eye 

Q. And to satisfy control over the pro- 
perties the value of it was ascertained by Mr. Kennedy 
of Lehman's? 

A. Yes, 

Q. Did you pay any cash in addition or 
did Tennessee pay you any cash? 

A. The value "or the property Worked cut to 
$100,000 more than the number of shares times the 
market price and we kept the production until the end 
of December and Tennessee paid us $100,000 cash. 

Q. Now, te next thing I would like to 
inquire about is Hudson's Bay. What was the price 
you paid. ror that stock? 

es We paid $25 a share for 94,228 shares. 

Q. How much did you pay for the options 
that you detailed to us? 

Ao We paid the difference between $15 


and $25, or $10 a share for 79,333. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Q. Did you do the same thing with Tennessee, 
invacdquiring its option, did you pay the difference 
between the market price and the $15? 

A, That is correct. 

Q. Mr. Brown, at the time that you acquired 
these shares from Tennessee and from Hudson's Bay, 

did you know anything at all about the voting trust 
agreement dated January lst, 1957 entered into by 
certain shareholders of the company on that date re- 
garding the certain shares -- 

A, I was aware of it, yes. It is referred 
to in the Trans-Canada prospectuses. 

Q. When you had these transactions with 
Hudson's Bay and Tennessee, did Hourret voting trust 
certificates or did you get shares? 

A, We got shares. 

Q. Were you aware that these Shares, the 
Shares of Tennessee and Hudson's Bay had been under 
the terms ef the wting trust? 

A, Yes, we were, 

Q. Do any of the shares that you presently 
hold form part of the voting trust? 

No. 

Q. Does Home O41 own these shares in its 
own right or is it holding them as the trustee for 
any other person, firm or corporation? 


A. All shares are owned by Home Oil in 
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2G Own rieht. 

Q. Who are the principal shareholders -- 
how many shares of Home Oil are outstanding? 

Bus Approximately 3,500,000-odd, 

Q. Can you give us the approximate break- 
down of those between Canadian and U.S. shareholders? 

A, The shares are divided into Class "A" 
and Class "B"., There are 1,500,000 Class "A" shares 
and the balance are Class "B" shares. Of the Class 
"A" there are 2,020 U.S. shareholders and 5,288 
Canadian shareholders. Of the Class "B" there are 
1,143 U.S. shareholders and 2,962 Canadian share- 
holders, making a total U.S. shareholdings of 
3,163 and av total .Canadian.of 8 ; 2502 sfor sa total. of 
both of 11,413 shareholders. 

Q. Is Tennessee Gas a shareholder of 
Home Oil Company to your knowledge? 

A. Not to my knowledge. 

Q. Has it, to your knowledge, any option 
outstanding to it whereby it can acquire any treasury 
stock of Home Oil Company Limited? 

A. Lt Nas NOooOpti cn. 

THE CHAIRMAN: Are you finished for the 
moment? 

MR. PATTILLO: ithink that 16.a11 [was 
going to ask Mr. Brown. 


THE CHAIRMAN: Mr. Brown, you gave the 
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breakdown of the number, of Sharcholders, Uso. 
Shareholders holding Class "A", Class "B" stock. 

A. Yess 

THE CHAIRMAN: With respect to the 
Class "A" shares, I think you said 2,020 U.S. share- 
holders? 

A, Veo 

THE CHAIRMAN: Could you tell me the total 
of the shares which they hold? 

A, I haven't got that figure. We are 
preparing it this morning and I will be very happy 
HOngave 1% to.Mr.. Pattitio, “We didn't Mave time ce 
es 1c ready this morning, 

THE CHATRMAN: I see. “Well, then, are 
you preparing that for both U.S. and Canadian, with 
respect to’each class” of stock? 

A, We are, yes sir. 

THE CHAIRMAN: Would you mind telling the 
Commission the difference between Class "A" and 
Class "B" shares, the provisions attaching to “these 
shares? 

A. The essential difference relates to 
the voting rights. The Class "A" shares have no 
vyouLns right; they, carry an annual dividend of 25 
cents a share. The Class "B" shares are the voting 
shares and after the dividend is paid on Class "A" 
shares, the next 25¢ would be paid to the Class "B" 


shareholder after which both shareholders parti- 
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cipate equally in the profits of the company. 

THE CHAIRMAN: In other words, Class "A" 
is preferred as to dividend? 

A. Yess. 

THE CHAIRMAN: But has no vote? 

A, That is correct. 

THE CHAIRMAN: Under any circumstances? 

A. There is a situation, if we pass con- 
secutive dividends for three years -- my lawyer is 
here and he can give me that answer. 

THE CHAIRMAN: That is what I would under- 
stand it to be, but I am quite prepared to accept 
that; it would be a matter of public record? 

A. Yes, Leas. 

MR BARRIO: There are two questions I 
would like to ask Mr. Brown. 

Q. First, you have told us that Home Oil 
is the absolute owner of the shares of Trans-Canada. 
Is there any option outstanding in favour of any 
person whereby they can acquire the share control at 
any time? 

A, No, there. 1s nov. 

Q. The second question I would like to 
ask, do you of your own knowledge know whether there 
is any group of Canadians who are in a position to 
control Home Oil; practical control? 


A. The voting control of Home Oity 
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Q. Yes. 

AM Yes. 1) do. 

MR, FRAWLEY: Q. Mr. Clarke of Lehman 
Bros. told the Commission yesterday that you had 
told him that you thought the Home Oil Company was 
now the largest shareholder in Trans-Canada. Is 
that so? 

A. that ws correct, 

Q. And you now feel that Home Oil does 
not control Trans-Canada —-- 

A. No. I think that-HomerOw Linas. che 
largest shareholding with Trans-Canada. 

Q. Well, then, it does control the voting 
stock in Trans-Canada? 

THE CHAIRMAN : Not. necessarily. 

THE WITNESS: No. 

MR. FRAWLEY: Q. What is the situation, 
Mr. Brown? Would “you explain? 

A. Well, out of the approximately 
5,800,000 shares of Trans-Canada outstanding Home 
GCiieholds. 'GLy.,000 shares. 

On And again, the additional 158,666? 

A. That is correct, if they exercise 
The opti ons 

Q. The largest, with or without exer- 
cising the option? 


A. Either way. 
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A, Yes, either way. 

Q. Home Oil has the largest holding? 

A. Lem 

MR. FRAWLEY: Thank you very much for coming. 
f am sorry we interrupted your plans to leave this 
Morning. 

THE WITNESS : Not at all. 

THE CHAIRMAN: Thank you, Mrs prown, 1 
think we might have a break, Mr. Pattillo;: a ten 


minute recess. 
~--A short recess, 


THE CHATRMAN: Gentlemen, we will resume. 


Mr, Patterson, before you proceed I have one 


or two further questions I would like to ask -- I 
suppose Mr. Berry is here -- just on this share 
question, 


While we are at it, there iS still in the 
voting trust, as PF understand iv from the evigence 
of yesterday and this morning, Canadian Delhi Oil 
Company shares totalling 479,040. 

MR. BERRY: That figure has been augmented 
by various transactions. The present balance is 
542,885 shares. The transactions include the addition 
from the option of the three companies who, at one 
time, held the company's. 51 per cent --- 


THE CHAIRMAN: Yes, and also in the voting 
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trust are the shares shown in the prospectus as 
Herne DeneLicially held by the British American Oil 
Limited in the amount of 327,790. 

MR. BERRY: That number has been reduced 
as a result of the transfer to other members of the 
voting trust, to a figure of 289,227 shares under 
the --- 

THE CHAIRMAN: Would you repeat the 
number? 

MR. BERRY: 289,227 shares. 

THE CHATRMAN: Thank you. 

MR. BERRY: The reduction taking place in 
terms of the document which Mr, Pattillo reviewed 
Sariier.. 

THE CHAIRMAN: Then that makes a total of 
S32 ,lie2? 

MR OBERRY: Vee 

THE CHATRMAN ; Are there any other shares 
held in the voting trust at this time? 

MR, BERRY: Yes, & total number of one 
million --- 

THE CHAIRMAN: How many? 

MR. BERRY: 1,254,752 shares, 

THE CHAIRMAN: That includes the 832,112? 

MR. BERRY: Yes. The remainder are held 
largely by members of the original Western Group. 

THE CHAIRMAN: Is that a long list? 


MR. BERRY: There are about eight names. 
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THE CHAIRMAN: Would you mind giving them? 

MR. BERRY: International Utilities Cor- 
poration, the balance is 19,100 Shares; Osler Hammond 
and Nanton have a balance of 58,783 shares; N. T. 
Investments Limited, 32,627 shares; Wood Gundy & 

Co. Limited, 108,322 shares; Calgary & Edmonton 
Corporation, 43,877 shares; Power Corporation of 
Canada, 33,500; Nesbitt Thomson Co, Limited, 6,430; 
Canadian Power & Paper Securities, 20,000 shares. 

That is a total of 22509751) sander as 
at January 28th, 1958. 

THE CHAIRMAN: I think we have already 
established that any number of those shares can be 
sold at any time from that voting trust by any of 
the members provided they don't sell to each other. 

MR. BERRY: That is in the terms of the 
agreement, yes. 

THE CHAIRMAN: Thank you very much. 

MR. FRAWLEY: Might I ask -- just the only 
wiov-- 1 do not recognize the Nols or 

MR. BERRY: N. T. Investments Bimiteda,. 

Mr. Nesbitt can tell us more about that company if 
you are interested. 

MR, FRAWLEY: Just whether it is a Canadian-- 

MR. BERRY: Yes, Oh; yes, 10 18 one of the 


Nesbitt Thomson group of companies. 


MR. FRAWLEY: One of the Nesbitt Thomson 
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Mn. BERRY : Wa. 

MR. FRAWLEY: And the other one is 
York something, 

MR. BERRY: I beg your pardon? 

MR. FRAWLEY: Immediately following the N.T. 

MG DERRY = Wood, Gundy & Co. Limited. 

MR. FRAWLEY: For the 108,000 --- 

NR. BERRY: Yes. 

MR. FRAWLEY: “I didn't hear” that, Wood, 
Gundy. i see, Thank you very much. 

MR. PATTILLO: Mr. Chairman, we are now 
proposing to move to another phase of the inquiry 
and to deal with the question of reserves that the 
company presently has available, but before doing 
that there are just two questions which I would 
Hike to ask to elear up the record, 

First of all, Mr. Nesbitt, have you yer 
received any information regarding over-the-counter 
sales prior to the public offering of Trans-Canada 
or Westcoast Transmission? 

MR. NESBITT: Last night, Mr. Pattillo, 
I called three people, John McConnell, my director 
and assistant to the president of Nesbitt Thomson 
Co., Jack McCausland, a director of Wood, Gundy & 


Co. Limited, and Mr.Wisener of Wisener & Co. Ltd. 
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In my opinion, Mr. Wisener is the outstanding after- 
market trader in Canada, and that's why I elected 
to call him. 

In each instance last night I was told 
that they knew of no trading in the shares of Trans- 
Canada Pipe Lines Limited prior to the public offer= 
ing. My chap said he had heard that there was a 
trading in Vancouver, but he couldn't tell me who 
was involved in it, and this thing is like a little 
ball of mercury, and it is just a phantom as far 
as I can see, 

Now, the first trade that Mr. Wisener 
made in these shares was on February 26th at a 
price of $18.50. That same day my own firm had 
one trade at $19.50, 45 shares. We did not trade 
any further because the president of our company 
found out about this transaction and did not permit 
any further trading until just before the shares 
were detached from the unit. 

Now, on the opening date of the public 
sale, which was February 14th, 1957, the units, 
which consisted of one debenture and five shares 
common, were worth nominal values of 100 and 10 
respectively, that is 100 for the debentures and 
10 for the shares. Mr. Wisener's opening call of 


the market was 156 to 158. 
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that would appear to indicate if one took the deben- 
ture at 100 that the common stock was in the order 
Girl Ike: BI? » 

But | submit, Mr. Pattilio, that anthe 
opening trading of the stripped debentures they were 
in the 70's, and if we took the debenture value at 
(23! OS Giver ite Tull marks, you coule Suggest that 
the common stock was worth nothing, practically. 

THE CHAIRMAN: Or 16? 

Mier Ar? ao : I havei at tikecdi Bevel ty 
with my mathematics. 

Lf ‘yous drop Gat down. awe youmsay eine 
stripped debenture was at 75 and the par was 100, 
there is 25 in ‘there. You woulldladewit onto sake 
shares, wouldn't you? 

MR. NESBEPIs . i guessy Wou) ere. milgne; 

THE CHAIRMAN: Wouldn't it make it $16? 
Yowisay this ise bald, of mercury; wecwhinke swevere 
chasing butterflies. 

MR. NESBITT: Well, I don't know who else 
to appeal to. As I mentioned yesterday, these 
shares were attached to debentures and they couldn't 
be. traded. 

Another point in this case is that we have 
58 members in the banking group. These members 
were not permitted to free trade stock. Now, 58 


members of the underwriting fraternity in Canada 
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takes in just about everybody who does underwriting and 
distribution before the play and I am absolutely con - 
fident that no members of our bank group free traded 
this stock, 

MR, PATTILLO: When were you first permitted 
to strip the debentures? 

MR. NESBITT: That was in June; three shares 
were removed. 

THE CHATRMAN: Well, excuse me. If three 
shares were removed and sold at 75 that would give 
a value to the two shares still attached to the 
debenture. So that all of your free shares would be 
worth considerably more than 60. 

MR, NESBITT: No, because that quotation 
bitte. to Oo included five, shaves, 

MR. PATTILLO: Yes, but what Mr. Borden is 
suggesting is when you first stripped the debenture 
of three shares in June, I understood you to say that 
the debenture with the two shares left was selling 
Lorasrs.. 

MR, NESBITT: No, that is a fully stripped 
debenture, without any shares on it. 

Pits PAPETULOZ Yeo. 

MR. NESBITT: And those were traded on an 
if, as and when basis. And the value of these 
debentures today, the first actual quotation that my 


people could find was on December 13 on a quotation 
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sheet of A.E. Ames and Company, and the stripped 
debentures were quoted 89 to 91. They are cur- 
rently 94 - 95. 

MR. PATTICUO. Well, Mr. Nesbitt, I don't 
want you doing too much hard work, trying to find 
these trades, but I will give you a lead. I have 
made inquiries in Vancouver. 

Now, I think that is all I want to ask 
you. The other question I wanted to ask Mr. Coates 
was: you told us yesterday about the resignation of 
some of the directors of Trans-Canada and you gave 
me the explanation for the resignation of Mr, Ward, 
the successor to Mr. Symonds, and the explanation of 
Mr. R.C. Brown, and as I understand it, that was 
because three companies had divested themselves of 
any share interest. 

Now, why did Mr. H.R. Milner mesicn: 

MR. COATES: ith your permission, I will 
read his letter of resignation. 

MR. PATTILLO: Thank you. 

MR, COATES: The letter is directed to 
Mr. N.E, Tanner, chairman, Trans-Canada Pipe Lines 
Limited, Post Office Box 500, Calgary, Alberta, 

"Dear Mr, Chairman --- " 
MR, PATTILLO: Dated when? 


MR, COATES: Excuse me; dated December 
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"Dear Mr. Chairman: 

"I have felt for some little time that 
"some of the members of your Board were 
"looking on me with a somewhat jaundiced 
"eye, no doubt as a result of my connect- 
“Or With the Can-Cal project... DBereover: 
“IT am not entirely in sympathy with your 
"attitude towards the Tennessee contract. 
"Let me state my position. 

“As far as export of gas to the Unived 
‘States is concerned, I have always taken 
"She position that the gas requirements 
‘of Alberta and Eastern Canada have a high 
"oriority. Nevertheless, the export of 
“gome gas across the line is inevitable. 
"Tt is in the interests of my Alberta 
‘companies and should also be to the ad- 
"vantage of Trans-Canada Pipe, to maintain 
"5 close alliance with anyone who is 
"likely to obtain a permit to export sub- 
"stantial quantities. As far as I am 

| “eoneerned, there was every advantage in 
"making an alliance with Pacific Gas & 
"Electric, which conceded the prior rights 
"of the Canadian market, rather than 
"with a group, also American dominated, 


"which is obviously endeavouring to obtain 
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"a monopoly of the gas on the Canadian 
"American Pacific coast and the States and 
“provinces immediately to the east. Trans- 
"Canada it seems to me should have adopted 
"the same attitude. 

"Apparently you propose to dedicate to 
"Tennessee large quantities of cheap gas 
"which are now available to serve the eastern 
"Canadian market. That is the only inter— 
"oretation which can be drawn from the 
"reports appearing in the Press to the 
"effect that in the recent hearings before 
"the Federal Power Commission the Trans- 
"Canada witnesses stated that the company 
“already had enough gas to supply the Can- 
“adian market and the Tennessee market for 
"fifteen years. In my opinion, as Tr have 
"frequently stated, the advantages of the 
'Mennessee contract must be determined on 
"the assumption that we will pay for gas 
"delivered to it four or five cents more 
"t+nan is now being paid for gas which in 
"my opinion has been dedicated to the 
‘Canadian market. 

"Tn the price comparison statement for- 
"warded to me by Mr. McNeill under date of 


"tne 18th of November it appears that for 
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"the first three years the price per 
One | to. be ee Midwestern Gas is 
“29.06 cents and the price to be paid an 
“the Manitoba zone is 28.33 cents. In 
‘the next two years the corresponding 
"figures are 27.07 cents and 24.58 cents. 
"In the second five years they are 28.09 
“cents and 24.58 cents. The advantage 
"to the Manitoba zone would be more than 
"offset during these first ten years 

"at least by the increased prices you will 
“be paying for the Tennessee gas. 

"Originally the idea was that the 
"Tennessee contract would not only assist 
Min financing the Trans-Canada project, but 
"would also create a differential in favour 
"of the eastern market. That seems to chave 
been lost sight of entirely. 

"IT have not been consulted about the 
‘attitude the company should take in the 
"current hearing before the Petroleum and 
"Natural. Gas Conservation Board on the 


Ir 


"application of west Coast Transmission 
‘for a permit to export gas to the United 
"States and, consequently, I e% vess no 


"opinion. However, it does strike me that 


"reliance on a full dress presentation 
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“before the Borden Commission and a nominal 
"appearance before the Conservation Board 
"may be regarded as an affront te the latter. 
"Finally, for the foregoing and other 
"reasons which are unnecessary to mention, 
"I have come to the conclusion that I 
“should resign and please consider chic my 
"resignation as a director. 
"It has been a pleasure to be associated 
"with you and the other members of the Board. 


“ith kindest regards, Yours sincerely, 


Ho A. Milner.” 


A copy of this letter was directed to me also. 
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MR. PATTILLO: I do not wish to examine 
you on the letter now, but may I have a copy of 
it so I may study it to direct questions later? 

MR, COATES: Yes, we will get you one. 

MR. FRAWLEY: May I ask Mr. Coates one 
question? Did Mr. Milner dispose of his share 
interest in Trans-Canada, too, do you know, or if 
he has any share interest? 

MR. COATES: As far as he is personally 
eoncerned? 

MR. FRAWLEY: Yes, 

MR. COATES: As far as I know the only 
share interest he had was one share to qualify as 
a director. I believe, yesterday -- I spoke with 
My o.oymonds and we have a letter of resignation 
also from Mr. Brown, if you would like that read 
tuo he record, His reason for leaving, 2n the 
letter, was his shares were to be distributed to 
the public, as he stated this morning, and that his 
job in his own organization would require most of 
his time and he could not devote the time to Trans- 
Canada that he felt he should if he continued as a 
director, and furthermore they were divesting them- 
selves of the shares of Trans-Canada. 

MR. PATTILLO: I, do. not. think where as 
any need to read that letter, and the letter from 
Mr. Symonds is simply as you told us yesterday, that 


he was resigning because of his own duties. 
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MR. COATES: Yes, sir, and to be replaced 
by another member of his organization who has since 
resigned when they no longer held any shares. 

THE CHAIRMAN: And no difference in point 
of view of policy by any other of the directors? 

MR. COATES: No, sir, no statement of 
that kind. 

MR. PATTERSON: Mr. Chairman, I would 
like to develop for the Commission an outline of 
the gas purchase contracts and reserves of Trans- 
Canada Pipe Lines Limited, and in order to do that 
I direct your attention to a volume of material 
which has been handed to us entitled "Economic 
Feasibility Report . It is dated September, 1956 
with supplement Volume 1. Under section 4 there 
is a review of gas purchase contracts, authoriza- 
tions and gas reserves and certain, perhaps more 


up-to-date information, is contained in a further 


‘report entitled "Report on Certain Natural Gas Re- 


serves Available to Trans-Canada Pipe Lines Limited, 
Provinces of Alberta and Saskatchewan, Canada, as 
of Wanuary Lec. Loot. 

For the form of gas purchase contract a 
further group of documents entitled "Trans-Canada 
Pipe Lines Limited Contracts Other Than Gas Sales 
Contracts" will be referred to. 

Q. Now, Mr. Coates, I am not sure EG 


whom these questions should ee directed, but I will 
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direct them to the group and then you mightidentify 
rdentify them. 

MR. COATES: I might say the economic 
feasibility report was prepared by Commonwealth 
Services and we have Mr. W.B. Tippy, who ii presi- 
dent of the Commonwealth Services Inc., who can 
answeroinmconnection with that. The: report) ‘of 
"Certain Gas Reserves Available to Trans-Canada" 
was prepared at the direction of Mr, Gladstone 
Stewart, who is vice-president of DeGolyer and 
MacNaughton, consulting engineers in Dallas, Texas, 
who is here and will answer questions in connection 
with reserves. 

In addition, we have Mr. Verne Horte of 
our own staff who will be available to assist in 
any details, more particularly present details. 

Q. Thank’ you. 

Turning then, to section 4 of the economic 
feasibility report, September, 1956, under the 
heading "Gas Purchase Contracts" appearing on page 
IGhithis? statementwappears': "Description of con- 
tracts, two interim and twenty-two long-term 
contracts as amended covering quantities of gas to be 
purchased from eleven natural gas fields: inverrect 
for pending execution between various gas producers 
in Alberta and Trans-Canada Pipe Lines Limited are 
listed on Exhibit 3 of the Appendix to this report. 


A small additional quantity will be obtained from 
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ohne other field, the Kessler field. The contract 
covering the Princess field includes the adjacent 
Peuricia field,” 

In connection with that paragraph can 
you tell me what the present position is in regard 
to the interim and long-term contracts? Are the 
Samceanumbper of contracts 28 set forth in ExnipEc.s 
Now ah -errect? 

MR. COATES: Mr. Horte can answer that. 

MR. HORTE: IL believe there nave pecn 
ecdutional contracts ‘siened ‘since the dace of sce 
preparation of that exhibit to which you refer. I 
will just refer to that to make sure. 

MR. FRAWLEY: I understand that the econ- 
omic feasibility report has not been reproduced? 
There seem to be just one or two copies. 

MR. PATTERSON: Lsgo now have a) furcher 
one available. Perhaps for the purpose of following 
this Mr. Layton can lend you one. 

MR. FRAWLEY: [ ‘should be interesvusasi: 
this if I am interested in anything. 

MR. PATTILLO: Mr. Frawley, I will not 
make any comment. 

MR. PATTERSON: Have you also got this 
1957 volume --- 

THE CHAIRMAN: Mr. Patterson, I am a little 
confused. The submission, Mr. Coates, of Trans- 


Canada contains this new level of estimate of gas 
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required to fulfill Canadian demand over the next 
years, and the export at Emerson. I just do not 
want to get into a duplication of work. There is 
further material that you are preparing, is there 
not? 

MR. COATES: On the deliverability of gas 
and on economics? 

THE CHAIRMAN: Yesin OM SConcHItG eadsin ii ty, 

MR. COATES: There is a new market study 
that has been submitted to the Commission, but there 
is no economic feasibility report in preparation at 


Gass’ time. 
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MR. PATTILLO: , Mr. Chairman, perhaps 
ican clear up the confusion, 

Q. As IT understand it, your calculations, 
which were previously based on certain market figures, 
do not fit in with the present calculations as to 
the potential markets. 

MR. COATES: That is correct. 

Q. And it was that readjustment, that I 
understand you would not have available at this 
moment? 

MR. COATES: But we will prepare it. 

Q. But that you would prepare iv. 

MR, COATES: Yes, Sir. 

MR, FRAWLEY: Let me see ar me Undecetand 
it: the important thing to me was the document 
Present and Potential Canadian and Export Natural 
Gas Markets of Trans-Canada Pipe Lines Limited, 
marked ag Exhibit C-19-4 dated February, 1958, and 
was presented by Mr. Orme. 

MR. PATTILLO: May I explain it so that 
everybody will understand what we are trying to do? 
The company has come forward and said it required 
a very substantial increase in supplies. It says if 
needs them for the Canadian markets and also for 
the prospective United States market. in order to 
inmuire into how reliable those estimates are, I 
think what we have to start to find out is, what 


are the present reserves that they have under contract; 
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then I propose to inquire into the costs of trans- 
mission to the ectemu ands | propose: to 
inquire into how reliable their estimates of the 
eastern market are, When we have concluded that, 
it seems to me we will have the background to 
enable us to take a look at this proposed mid-west 
contract. That is the way, Mr. Chairman, I am 
proposing to put it before the Commission, 

MR. McNEILL: May I make this one point 
in order to clarify this problem: we have referred 
to the economic feasibility report presently bound 
in two volumes. One copy, the first, Mr. Frawley, 
prepared by Commonwealth Services Inc. includes a 
market study dated December, 1956, and all of the 
engineering economics of the plan are based or are 
tied to, that particular market study. 

Now, in our submission we have filed a 
very new market study dated February this year. We 
have, not, got. a similar economic, feasibility report 
tied to that. study. We will study such a report 
when it is possible, physically possible, to go 
through the calculations and mathematics in order to 
produce such a document. That will take us some 
considerable time. 

MR, FRAWLEY: Thank you very much, that 
certainly clears up the difficulty I had in trying 
to correlate the Economic Feasibility Report dated 


September, October or even December, 1956 with Mr. 
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Orme's document of February, 1958, which asks for 


25 MitJ70n cubic feet of gas for 38 years. 


BY MR. PATTERSON: 

Q. In getting, then, at the present 
position, may I suggest that this process may save 
us some time: I find myself under some GLTEL owe y 
in reading and correlating what is set out in this 
Volume 1, what is set out in the report of DeGolyer 
and MacNaughton, January lst, 1957 as to contracts, 
and I then found I was trying to turn to the volume 
entitled "Contracts Other Than Gas Sales Contracts", 
which gives a typical contract and a series of 
Sheets describing the actual contracts and any varia- 
tions from the typical contracts, and I wonder if you 
had, for us, a summary which sets forth the present 
contracts and, particularly, the names of the com- 
panies with whom you have contracts, and such things 
as the amount of gas which Tennessee, Canadian 
Delhi, Hudson's Bay Oil and Gas, and so on, have 
contracted to supply to you. 

Can you, in fact, develop thaw Torsme sc 
Il can find my way through the three books, or 
would you rather give me that in summary form at 
a later time? 

MR. HORTE: It might be caster -= 2 do 
not have that in prepared tabulation at this time. 


I could read into the record all the contracts which 
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we do have, but it might be better if we prepared 
that and just gave that to” your. 

Q. I think that will be more satisfac- 
tory. I would like, then, to review with you the 
position under the present contracts, certain of 
the terms of them and, again, I would appreciate 
your assistance if, in trying to relate three 
Separate volumes, I have not found the proper 
place -- page 4, section 4, this statement appears: 
"The daily quantities of gas covered by the long- 
term contracts total as follows: LOC Bele Loe: 
year, 230,200 MCF per day. For the second year, 
452,977 MCF per day. For the third year and there- 
etter, 591,917 MCE bee day,” 

Is that a correct statement of the present 
Situation as of daily contract quantities of gas 
covered by the then existing contract? 

MR. McNEILL: Mr. Patterson, before Mr, 
Horte answers, maybe this would be helpful: the 
report referred to, page 4, section 4, is the first 
of a series of volumes having to do with the Tranc— 
Canada report on economic feasibility, and is dated 
September, 1956. This section is a summary of 
contracts that we found in investigating the situation 
in July and August in preparation for this report 
that: came out in September. 

You then mention the DeGolyer and MacNaugh- 


ton report, which is here; that also came through 
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after and contained modifications in the contract. 
It was at the end of ons year, I recall --- 

MR. STEWART Jr.: January 1, 1957; the 
reserves were as of January 1, 1957, but contracts 
included in this Exhibit 3 up to, I would say, June, 
Onn Lecreabouts , (1957. 

MR. McNEILL: Following that you will 
find there are references to these contracts, par- 
ticularly in the February, 1957 report which was 
the final series of documents just prior to finan- 
cing. The situation today would, necessarily, be 
different to that which was set forth in the Septem- 
Her Teportphand all this follows, 

Q. Thensmeas. l take,dit, Bent ombpieecia any: 
quantity of gas covered by long-term contracts, I 
cannot find that as of today covered in these various 
volumes. 

MR yn HORT Ens Not in summary form, Mr. 
Patterson. It is Listed by individual contracts, 
the exhibit "Contracts Other than Gas Cales Con- 
tracts" which you referred to earlier. I have the 
total, of all gas daily contract quantities whiten 
we have under contract at this time, and I could 
read that into the record. 

Q. I would appreciate that. 

MR, HORTE: Reading this by years, 1957-58, 
that is for the contract year commencing November 1, 


1957 and ending October 31, 1953, we have under 
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contract on daily basis 56,975,000 cubic feet per 
day that we have the right to call on tn any one 
day. Following that, in the year 1958-59, for 
the same November to October per1od,| 300,652. 600 
MCF in one day. In the year 1959-60, 394,444,000 
cubic feet per day. 1960-61, 475,175,000 cubic 
feet per day. in the year 1961-62, sitar ae Leyealels' 
cuble feet per day. In the year 1962-63, 578,618,000 
cubic feet per day, with the volume of 578,618,000 
per day being carried forward for the term of the 
contract. 

In other words, it levels off at 578,618,000 
for the duration of the gas purchase contract. 

MR. PATTERSON: I think, Mr. Chairman, 
there was some question of adjourning at 12.00 o'clock 
today? 

THE CHAIRMAN: Mr, Tanner, I believe you 
want to hold a meeting, do you not, and we are per- 
fectly happy to adjourn now, and we will reassemble 
Abie O'Clock, if. (hab Wiel vom me. 

MR. TANNER: Thank you very much. 


---Whereupon the hearing adjourned at 12.00 p.m. 
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Pao resuming at. 2.60 p.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr. Patterson? 

MR. PATTERSON: ithave, Mr, Chairman, 4 
letter from Mr. Tanner in response to the request 
ia regard to, the times, particulars of amounts re- 


ceived on his transactions in regard to the sale of 


shares. 
That might become Exhibit C-21-2, 
=--EAn BLY NO. C-21=2% Letter dated February 21, 


1958, from Mr. N.E. Tanner. 


MR. PATTERSON: Now, I asked this morning 
that you prepare for us, based on the information 
contained in regard to the contracts other than gas 
Sale contracts, a statement Showing, in summary, 
the amount presently under gas purchase contracts, 
and I believe that in the reviews of reserves that 
are contained in the DeGolyer and MacNaughton 
report, reference is made to whether the reserves 
under contract are dry sweet gas, associated gas and 
sour and condensate field gas and, rather than go 
through all that long list, I wonder if, in prepar- 
ing the summary of gas under contracts, you also 
put in the information in that regard and give to 
uS, aS a final summary, the percentages of gas pre-— 


sently under contract which falls into those general 
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categories, 

IT am meee iia ae ee do not have it in 
Simple tabular form, 

MR. STEWART: We do not now have it. We 
would be very happy to provide it. 

MR. PATTERSON: Q. Dealing briefly with 
the gas purchase contracts, have you, in conveniently 
summarized form, a statement of the price provisions 
as now in effect? 

MR. HORTE: Sir, are you referring to 
price provisions and contracts we presently have 
under negotiation or contracts that have been signed? 

Q. Contracts which have been signed. 

MR. HORTE: Yes, sir, we can make that 
avallaple. 

Q. The information, again, is contained 
in these books but, if you could make it available --- 

Wg HORE: Righs. 

In the seontracth, the typical, conurae: 
shown in this exhibit, contracts other than gas 
sales contracts on page 27 thereof -- pardon me, it 
ison page 28; listed theré) ds ithe {ouleerpalcmier 
albegas bought prior to thestime of thevorigiaat 
financing, the 10¢ contract price. 

There have been aditional quantities pur- 
chased at a price which is different from that by 
an amount of 2¢ added to each column of figures 


shown in that typical gas purchase contract. In 
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other words, the prices as provided on page 28 
of the typical Pree nme ttyl been increased by 2¢. 

Q. In certain instances in the summary, 
which are actually shown if one examines it, there 
is a summary of all the contracts following the 
typ Leal veontracts? 

MM tethORT Hs Phe ta" Sy erortans Where they 
refer to 12¢ as the contract price, 1t is similar to 
a 10¢ contract, except for the addition of e¢ to 
the price indicated as provided for each year through- 
out the life of the contract. 

Q. Could you then prepare that in tabu- 
lar form, again to save us having to digest this? 

MR cHORTE ¢ VSS SLI: 

Q. In connection with the gas purchase 
contracts which are found in the volume "Contracts 
Other Than Gas Sale Contracts" at page 45 there 
appears. Article XV (relatingyeto the matter of gas 
reserves of the seller and, at page 46, the second 
paragraph, states: 

"Tn the event it is determined by the par- 

"ties hereto or the arbitrators in any of 

"the joint studies provided for above that 

"seller has dedicated gas reserves with 

"Geliverability in excess of that required 

"that seller shall perform according to 

"the permits and provisions of this con- 


"tract, buyer will, at the request of 
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‘seller, release from dedications hereof 

"the gas reserves which are not required 

"for such performance by" Seider 
Am I correct in Suggesting that the reason for the 
fact that reserves owned by the seller and not cover- 
ed by the contract were not dedicated to Trans- 
Canada Pipe Lines for a period during which Trans- 
Canada might make further applications for export 
is that the seller wished to reserve to himself the 
opportunity, in the event you wished to make further 
purchases, to re-negotiate the question of price? 

MR. HORTE: Sir, I would say, in answer 
to that, that my understanding of why that provision 
ie inthe ‘contract, trom the Standpoint of the pro- 
ducer, is that the contract provides that we purchase 
certain quantities which are listed in Tabulation C 
attached to this contract; and the seller, in other 
words, does not dedicate more gas than it will take 
to provide the quantities that we have contracted for. 

In other words, he says, "You are buying 
So much gas for me and I see no reason to dedicate 
more gas vo the performance of this contracy than 
it would take to perform under the provisions of 
thiexcontract. 

That is my interpretation-or that, 

Q, Are you familiar with the dedication 
clause in the Alberta and Southern contracts? 
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read one of their contracts but I am not familiar 
enough in detail to non what 1t does provide. 

Q. Nor to comment on what may be the 
reason for the difference? 

MR. HORTE: No, Sia. 

Q. t take it that under your gas pur- 
chase contract, you set out the quality of gas which 
you are purchasing and it is up to the seller to 
remove from the gas which he delivers to you any 
impurities by way of liquid petroleum gases, sulphur 
Bid) SO: ON? 

MR. HORDE: That 1s correct, 

Q. Have you any studies regarding the 
amounts of liquid petroleum gases and sulphur that 
are dikely to be. produced as a iresult of satee co 
Trans-Canada Pipe Lines? 

Mn... HORDE: NO, Si%;5,We Go Tot. We have 
now made that type of study. We have an analysis 
of the gas from which a study such as that could be 
made, but we have not made such a study, 

It would require more information than 
just the analysis of the gas and it involves the 
particular design of a plant Col Suit the periiedia 
type of gas or to suit a market that you may have 
for products at a particular time, so each one is —-— 
any study of that sort depends upon many conditions 


in addition to just what is contained in the gas 
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Q, In other words, it is fair to say 
that the problems of ti i ing 
b i n r extracting and disposing of 


LpG's and sulphurs you have left to the producers 
who have sold the gas to you under these contracts? 

Mi; HORTE That is correct, 

Q. I take it that the Alberta export 
permit under which you are presently ‘operating ta 
reproduced in summary form at pace 15 of Section 4 
of Volume 1 of the '56 feasibility report? 

My Pr YY. Sir, that is a summary of 
the permit as it existed at the time of the PenOr ts 
i don't know whether there has been an amendment 
Since then. 

MR. McNETLG: There have been amendments 
Since, Mr. Patterson, Since the resume of that per- 
mit that is contained in the Commonwealth feasibility 
reporc. 

That report takes us up to and includes the 
5th of June, 1956. 

MR. PATTERSON: Mr, McNeill, I would 
appreciate receiving a copy of the present permit 
but, for the moment, is this correct, that the 12 months! 
maximum is 183 million MCF, and the total aggregate 
is 4,350 million MCF under the permit now? 

MR. McNEILL: The l2-month maximum stated 
in the report which you are reading from of 183 
million MCP is now 210 milsen wer. 


MR, PATTERSON: But the total aggregate 


ats 5S a cet ee 
4a wit testis SeATR ER Bye bah 


i ey Pe, tee Se baice 
Minoura ery 


ae ht vee 


et ive _— arts ad ‘ad tele 00m 


La Aommen) ahh ark. 6 eoikseine8 at ede a2 | 


sect asi’ Yaoo & ont to0g% stations 


~yoousGo” A eb rhe SG . at 


te 


i it oY 
ony aay 
an 

y 2 A Ly ye 
wT 


Rao: Rete, ‘ab bens bones 


i ane 
ul 


gaurdatest {omer te 
vile og iene oe “aa 30 4 sono 
: ene’ 0 FB. ns “yaere’ at : sti sy 


mute Bad Died xe ee 9 it | h 


Seodtt sl. LTRS: AM ies ct a | 


id it Some “mronregde2 <a neon | 


+ 


} | ” Sree I. 
Hu ae soNeg drogen, tad 


-O8CL ont fo ate EY 


Tks no 
7 
bps art 


aM 2 WOE es aM 


~~ 


fact i 


‘ens, i w01 | <u 4 


nS" hate: ue SORE nonnt cbt ak maniacs \ 


i Bin Le 


oe ANE oshaan Vie G t i 7 Kad ! aan iy 
ooo bist “sng A si i 


ro ee oe inne a Panes 
sinassrune Ts 


‘ 

; 4 

{ ¥ bar : 
Dare 

y f 


i ie 


ee noERE a ote. wart, os £6 


eo 


ANGUS, STONEHOUSE & co. LTD. 
TORONTO, ONTARIO 


“has not changed from approximately 4.35 trillion? 


MR. McNEILL: ‘That is correct. 

Q. And supplementing that export permit, 
you. received a letter dated September 9, 1955 from 
Premier Manning of Alberta, is thas correct? 

Mase el Ee PY That is an exhibit to the 
report, Exhibit 4 in the report. 

Q. The letter to which I have reference 
is mentioned on page 17 of Section 4 and is Exhibit 4. 

MR. COATES: That is correct, Mr. Patterson. 

Q. Natl before reading that letter might 
I ask whether there has been any further letter re- 
ceived since that time which would in any way change 
or alter the letter dated September 9, 1955? 

MR. COATES: No, there have been no further 
letcvers. 

MR. PATTERSON: The letter to which I have 
reference, if you desire it read -- if the Commission 
does not have it before it, I will proceed to do so, 
otherwise I think we could take it as read. 

THE CHAIRMAN: No, I think we would like 
LO near 1t, 

MR, FRAWLEY: Let us nears. ts 

MR. PATTERSON: It is headed ‘Office of 
the Premier of Alberta, Edmonton, September 9, 1955: 
Mr. N.E. Tanner, President, Trans-Canada Pipe Lines 
Limited, 326 9th Avenue West, Calgary, Alberta. 


"Dear Mr. Tanner: 
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"The Government has considered the 
representations of your company that it 
would assist in the financing of your 
pipeline project if assurance was given 
by the Government and the Petroleum and 
Natural Gas Conservation Board that 
additional reserves of gas over and above 
those covered by the present permit would 
be made available for the project as they 
become surplus to the requirements of the 
Provances 

"The Government, after consultation 
with the Board, is prepared to give those 
assurances provided that (a) your company 
contracts for the reserves covered by the 
permit issued May 14, 1954 or for approved 
alternate reserves in the same aggregate 
amount; (b) any additional reserves applied 
for are covered by contract. 

"Vours very truly," 

(signed) "Ernest Manning, Premidr" 


Referring to paragraph (a) of the letter 


dated September 9, has your company contracted for 


the reserve 


1954 or for 


gs covered by the permit issued May 14, 


approved alternate reserves in the same 


aggregate amount? 


MR. COATES: Yes, sir, we have. 


Q. 


And for any amendments to that permit 
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issued May 14, 19542 
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MR. COATES: Well, there has been no 


amendment as to any additional aggregate amount 


OF gas. 


Q. Turning to the DeGolyer and Mac- 


Naughton report of January 1, 1957, there is a tab 


"Reserves Under Contract, Table 2, Summary of 


Estimated Saleable Natural Gas Reserves as of 


January 


1, 1957, under contract to Trans-Canada Pipe fines 


Limited in the Provinces of Alberta and Saskatchewan." 


Do you have a more up-to-date report by 


DeGolyer and MacNaughton than the one set out 
MR. STEWART: Yes, we have revised 
Lisures . 
Q. And have I those in any of the 
I presently have? 
MR. STEWART: Those revisions were 
mitted to you, in letter form, by Mr, Horve. 
Q. The copy I had did not contain 
amendment. Thank you. 


In order that we do not get lost in 


there? 


these 


material 


sub- 


that 


all 


these pieces of paper, I think I should mark the 


report from DeGolyer and MacNaughton dated January 


1, 1957, attached to the front of which there is 


2 letter dated February 3, 1958, a copy of which 


was addressed to me and was received by Dr. Sproule 


and Associates as Exhibit C-21-3, and then perhaps 


we can summarize it for the record. 
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=e: NO, C-21+3: , DeGolyer and MacNaughton 
report, dated January 1, 
1957, Reserves Under Con- 
tract, Summary of esti- 
mated Saleable Natural 
Gas Reserves under contract 
to Trans-Canada, Alberta 
and Saskatchewan, together 
with letter dated February 
3. 1950; 

THE CHAIRMAN* Mr, Patterson, is this the 
Same report as this one of January 1, 19573) Only 
brought up-to-date with a letter? 

MR. PATTERSON: Brought up-to-date with 
a letter, sir. By reason of the fact that the letter 
does not appear in all copies, I thought I would 
endeavour just to get that change straightened on 
the record. 

Table 2 of Exhibit C-21-3 states’ that the 
total estimated saleable gas reserves under contract 
as to proved reserves total 4,707,102,000,000 cubic 
feet. “le “that correct? 

MR. STEWART? “That 1s correct, sir, 

Q. And as to probable --- 

MR. STEWART: May I -- that is the Pro- 
vinee of Alberta. 

Q. That is the Province of Alberta? 

MR. STEWART: Right. 

Q. Right. As to probable, Table 2 
states 616,744,000,000, making a total reserves, 


according to that table, under contract, of 


5, 323,846,000,000 under contract in the Province of 
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Alberta? 

MR. STEWART: Too oie 

Q. As of January 1, 1957? 

MR. STEWART: Yes, Sir,. that 2s correct. 

Q. And in the letter dated February 3, 
1958, which is a part of Exhibit C-21-3, the follow- 
ing comments as to reserves under contract in the 
Province of Alberta are made, Lis Gay: 

"Trans-Canada as yet does not have a permit 

VEO “thie export of gas from the Hussar 

"area," 

That is correct? 

MR. STEWART: That is correct. 

Q. And im Table 2 of Bxhnibic cello tne 
reserves covered by contracts in the Hussar area are 
127,111,000,000 as to proved reserves and 653,000,000 
as to probable reserves, making a total of 
127,764,000,000, which, while under contract, is not 
under permit for export? 

MR. STEWART: That is correct. 

Q. And also a further note on Table 2 
is that Trans-Canada has a permit to remove only a 
total of 900 billion cubic feet from the Nevis and 
Homeglen-Rimbey field. That, also, is correct? 


MR STEWART: “That 18 -correca, 
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Q. And the Nevis and Homeglen-Rimbey 
field set out under contract in Table 2 total 
something in excess of 1 trillion cubic feet, in 
Wepyuquyckr addition? 

MR. STEWART: The proved plus probable. 

Q. The proved plus probable? 

MR. STEWART: That is right. 

Q. The next comment in regard to Table 2 
is that the reserves shown under contracts to Trans- 
Canada in the Gilbey field were estimated to be 
227 ,635,000,000 feet, and the letter goes on to say 
that certain of the contracts do not dedicate all of 
the gas underlying the lands comprised in the contract 
and, therefore, the proved reserves under contract 
to Trans-Canada,adjusted accordingly, is estimated 
to be 166,131,000,000 cubic feet. 

Now, wiil £ find, in a' moment, or are you 
going to make for me the necessary adjustment to 
the total Alberta saleable gas reserves under con- 
tract by reason of the comments which I have just 
read so that we can correct that total Alberta figure? 

Before you embark on that, I see that there 
aré-actually two letters here, a further letter daved 
January 29th which makes some other corrections, so 
I think we had better deal with the whole thing at 
once to get our new proper figure. 

In the letter dated January 29th, further 


amendments to Table 2 regarding the Pincher Creek 
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and Gilbey fields are given. I take it the amend- 
ment in regard to the Gilbey field need not now be 
considered in the Light.of «your Jaterletter of 
February 3rd, because in the letter of January 29th 
you estimated at 375 billion and, in your letter 
of February 3rd, you say that under contract is 
Sa lyd66 biliion, 

MR. HORTE: That is correct. We just have, 


under contract, 166 billion, 
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Qe Then, as to the Pincher Creek, there 
is a revision of the figures shown in Table 2 for 
Pincher Creek, Now, that revision should be taken 
into account in arriving at the new Alberta total 
under contract as of the date of February 3rd. 

MR, HORTE: Yes seaur. 

Q And that revision reduces the proved 
reserves for Pincher Creek by approximately 370 billion 
cubic feet? 

MA, ORTH: That. is correct. 

Q. And increase the probably by, 
approximately, 475 billion cubic feet? 

MR, “HORTIC: Thetees.S compre ci. 

Q. Would you now, then, mind carrying 
out the calculation to give us the total Alberta 
estimated saleable gas reserves under contract? 

MR, STEWART, JR.: It will take a few 
minutes to make this calculation. Perhaps we 
can sive it to you after recess. 

MR, PATTIGLO: LI think it is most impor- 
tant, from the standpoint of the people who are 
reading these records every day and trying to under- 
stand them, that we have this evidence put in as we 
aslki-com a0. If we have to take a few minutes to 
make the calculations, then, I think we have to 


| take them. 


THE CHAIRMAN: It is a very important 


|| figure. 
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MR, PATTILLO: Yes, 

MR, STEWART, JR? I have those figures 
now: total proved reserves currently, 4,059,966, 
Probable reserves, 1,726,821,000,000 cubic feet, 

MR. PATTERSON: Che And a further re- 
Vision to be made to Table. 2, i2 that, you mean 
there are Saskatchewan reserves under contract 
under the heading Steelman -- what is the position 
of those? 

MR, HORTE: Those reserves are not under 
contract to us. 

Q. So that the figure just given is 
the figure of total reserves under contract? 

MR. HORTE: That is COrpec Us total rea 
serves, In answer to your question, Mr, Patterson, 
I should say this: it is the total reserves under 
contract and under permit; the difference being 
underlying lands in the Homeglen, Rimbey and Nevis 
fields there are more than 900 billion cubic Leet 
of reserves; 900 billion cubic feet bei nether 
amount that we have under permit to take out from 
those fields from the Alberta area, 

MR. STEWART. adits May I explain that 


dUSC ANI ttle pit? 


BY MR, PATTIORO: 


O. What I want to know and, it seems 


very simple to answer, is how much have you under 
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contract that you have a permit to export? 
MR, STEWART, JR,: The figures have 
Just been read into the record; they can be exported 


from the lands under contract over the Period “of the 
permit. 


Q. How much have you got under contract, 


aie| addition, for which you have no permit to expert? 

MR STEWART, IR: The reserves under 
contract, which would include the reserves which 
would be permitted to be removed under the permit 
plus other reserves under contract are 4,399 ,379,000,0 @) 
cubie feet proved; 769,411,000,000 cubic feet pro- 
bable, That is, 5,168,790,000,000 cubic feet 
proved plus probable, 

@. Well, Mp. Stewart, I still do not 
understand that at all, I want an answer, How 
much gas have you got under contract that you have 
no permit to export at the present time? 

MR. SPRHWART, IR, ? I am having trouble 
with this arithmetic. We have had an error in 
the arithmetic and it will take some time to be 
sure of the figures. 

Q. I want those figures right after 
the recess. Having regard to the exhibits that 
have been put in and which are headed "A Discussion 
of factors relating to transmission and marketing 
of natural gas" and headed "Present and Potential 


Canadian and Export natural gas markets of Trans- 
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Canada Pipe Lines", both of which documents have 

been prepared in this current month of February. 

I want to ask some questions as a background for 

the questions I want to ask and I want to be sure 
we are both talking about the same thing. 

When the public financing was done in 
Pebruary, 1957, the company had under contract with 
producers a certain quantity of gas which they 
anticipated would be in a deliverable state. 

Now, what was that figure? 

MR, STEWART, JR.: v5 bteiilion cupic 
feet. 

Q. And they had under contract with 
consumers all across the length of the line, ex- 
cluding Midwest, for some period of time for which 
they had a permit to export gas; how many feet? 

Mi wee Exeuse Ine, Sir, your question 
related to the date of financing, as I recall. 


Q. As to the date of financing. 
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MR, TIPPY: ct was looking for a summary 
of that. I don't believe it is summarized in the 
way you put your question but I think it would be 
possible in a relatively short time to look through 
the record we have here. We have the February Tn; 
1957 revenue and receipts of the project, which was 
tne "Last report at the time of the financing and 
it would require some computation to put that to- 
Peuner. The record ie Set forth here but 2there wae 
a number of small contracts not yet executed. 

MR. PATTING: Perhaps you can give me 
this information; with the producers, you had con- 
tracted for quantities per diem, for various years, 
building up to a maximum figure which was to be 
held -- and, I assume, with the consumers, you con- 
tracted out per diem amounts. I want to find out 
af the day was reachedras of Yebruary lacp year 
balancing the two contracts; the set-up with the 
producers, the set-up with the consumers where your 
supply and demand would equal one another? That 
is the Canadian situation only. 

Wii, Oh eee Vie his cls: not as) direct sn 
answer as I would like, but in Volume 2 of the 
Economic Feasibility Report, February 7th, 1957, 
they review the state of the project. 

MR. PATTILLO: Just wait a moment till I 


get that. What year is that? 
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MA “PEPPY Page 5 there is a paragraph 
numbered 2, 
MR PATTILLOs js BUM ak oo oa ba 


MR. TIPPY: The second sentence of that 
paragraph reads: 

"There remains a small discrepancy on 

"the order of two per cent in the amount 

"of gas deliverable under contract and 

"the annual requirements as Set Forth 

“in transmittal letter of October Veen 

"1956, which accompanied the October 

“supplement to our report. 

The volumes under contract and under permit were in 
substantial balance with the requirements as esti- 
mated at that time including both requirements 
under the signed sales contract and those which we 
estimated would be under contract by the time the 
line was in operation. 

MR PARR bos Rien G. Now, we are talk- 
ing solely about Canadians. We are not talking 
about Emerson at all? 

NO. ULE Pes Thay is CoOprecis 

MR. PATTILLO: With the line as it is 
presently being built, with the compressor stations 
and everything, with its present facilities, how 
long would it be before the line would be operating 


at full capacity, based on the figures to which 
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Yougare referring in the sentence that you just 
read? 

Mi PLP Py The requirements which we 
had for financing are set out; our entire report 
was based on operation during the fifth full year, 
which was the year 1962-1963, and in connection with 
financing it was not required to go beyond that year. 

MR. PATTILLO: Ho “that ta the Piri maid 
year, which would commence November lst, 1962, 
you contemplated the line as designed and being 
buiit to be in full capacity? 

eg rn ees NO, not in Pai "e303 nov. 
but that is development as far as the program sub- 
mitted to the financing people was related --- 

MR, PATE EERO So, what I want to get, the 
Jone being bullt.. did you feel thar | wou Were coine 
to get full. capacity? 

MRS DLPP Ys: §6No. 

MR. PATTLELO: ‘Haven't, done sso yer? 

Mia. erie Well, the problem is this, 
that a pipeline is a growing thing. We look at 
five-year development as we saw it at that time 
and as it was proposed by the company, and it was 
a study of those five years, and the financing 
that ran into those five years, and we speak of 
the capacity of the line when we are contracting -- 


once the main line ran from Alberta to Montreal 
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be a continuing growth; there is no static end 
to 1v. 

MR. PATTILLO: Well, I understand that, 
but you agree with me that the line as originally 
designed has a capacity that could be determined. 

hi. HLLeP ys The capacity and facilities, 
they were to be developed as set forth each year; 
this was the initial program. 

MR.  -PAETLLLO. Now, what was the capacity 
and when was it going to be ready? 

Mi.) LIPPY: It would have been ready at 
the end of 1962 construction season. 

MR, PATTILLO: This is solely Canadian 
requirements? 

Mee CEE re This report, dealt. solely 
with Canadian requirements. 

MR. PATTILLO: Yes? 

MR. TIPPY: And would have resulted in an 
estimated sales capacity for the year 1962-1963 
following the construction season of 186,656,000 
Hem, Whap is for the year. 

MR, PATTILLO: Mr. Orme has made a new 
market study, reviewed the situation in Canada, and 
he says that the thing has grown enormously. 

MR, TIPPY 2 “That 1s “correcs, 


and becomes fully loaded and looping -- it would 
MR. PATTILLO: Can you give us some idea 
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from comparing his Study of February, 1957 wich 
the study on which you made the report to the 
insurance company in February, 195 *andateit wus = 
and I am not asking you to bring it out too exactly 
because I appreciate you haven't worked it out, 
but would you anticipate this line as built would 
be filled to capacity if everything that he reported 
in his market report of 1958 works out? 

MR. TIPPY: I-have @ Jivele problem 
with the capacity phrase you use, but I am just 
trying to understand what you want. 

MR. PATTILLO: Well, I will tell you what 
I Want to get at. You agree that to increase the 
capacity of the line beyond the original ~ capacity 
of the line you either have to have new producers 
onwyou havecto have aulocp? 

MATT Pe Yas Wie o LeMeo une: oe 

MRP PAPE IEEOS Both of these things cost 
money? 

MER “ERP Es Yes. 

MA. PATTOLEO: I want to find out if the 
Canadian consumer should be stuck for the cost of 
gas to Emerson. I want to start from there, You 
understand what I am saying. Let's take first the 
situation of the line for Canadian use, 

MR. TLPPY< Mr, Paterlio, Mey vi vast, 
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MR, PATTILLO: Yés. 

Mg LEERY $ His report on the particular 
phase was completed one day last week and since that 
time he has been grinding away diligently to get 
some figures which tend to approach it just on the 
construction -- it would require a construction 
program to handle what we are talking about. 

Pernaps 7 could have the last question repeated 
by the Reporter. 

Mn. PATTIE": All right. Then we will 
have a recess so you may discuss the matter. I want 
you to clearly understand what I am talking about. 

I want to know whether the Canadian requirements 

in the east and along this line are such that the 
line Ts going to operate at a4 far ereater capacity 
ang if ‘the costs of Dulldinge That up are going to 

be for the benefit of the Canadians, or whether you 
want the Americans to have the benefit and we pay 
for it. “That is what I. want to find souk, 

THE CHAIRMAN: We will have a ten-minute 


break, 
---A short recess. 


THE CHAIRMAN: Are you in a position, 
gentlemen, to give the figures? 


MR, STEWART: 4,059,047,000,000 cubic 


feet. 
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THE CHAIRMAN: Would you mind repeating 


that? 


Byotih.sPATTILLO: 

Q. Would you repeat that again. 

MR. STEWART: 4,059,047,000,000; probable 
643,068,000,000 cubic feet. Total 4,702,105 ,000,000 
Cupic Leet. 

Q, Well now, gentlemen, I am sorry I 
lost my temper a few minutes ago, but really it's 
much too much to ask us or expect us to do these 
calculations. I think you will agree that what 
we really are primarily interested in 1s the re-=- 
sults of the calculations that you have made and 
then we want to test the accuracy of the results. 

Mr. Stewart, when you gave that figure 
now, as I understand it, that was the situation 
so far as reserves as of February, 1957 -- that 
tinal CiLeure? 

MR, STEWART: That 1S) Correct, vea. 

Q. Now, you were asked to give a 
certificate to the underwriters and the investors 
as to how long those reserves would last based 
upon the proposed development of the line and the 
contracts that were then available to the company 


for sale of gas. Is that correct? 
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MR. STEWART: Yes, 

Q. And how long did you anticipate that 
these reserves, not how long they would last but what 
period you were certain they were good for? 

MR. STHWART:- Agr recall, under the gas 
pupplyY certificate’, the gas reserves were not ex- 
hausted prior to October 1, 1976, 

Q. That was based on the contract that 
was then available to the company in Canada, or did 
that have anything whatever to do with the Emerson -- 
proposed Emerson contract? 

MR. STEWART: It had nothing to do with 
the Emerson --~- 

Q. Nothing to do with the Emerson con- 
Cracy, 

Now, I assume that you had seen the 
company's figures as to new contracts since February 
1957, and Mr. Orme's projection as to markets, poten- 
tial markets during the lifetime of this permit. 

MR. STEWART: IT have; I have seen Mr, 
Orme's estimate. 

Q. Assume that the company gets no 
additional permit to export and no additional con- 
tracts or gas within the area for which 10 has a 
permlt. to export: what, in your opinion, would 
be the lifetime of these reserves to supply the 


market as projected by Mr. Orme? 


A 


; " ria raed me, ‘ of 
fq we At Tee, a I A We o, th ae ra tee @ wor Wort ; 4 2h Heo Se 


= cy 
f oy 


a y 


& 


fe 


iw 


: eae a % aes a by my a Lea 
¥ ares aes Ser tt 
> Rian P nn 
| * hod yo: -opew ‘MOY, be ested i 
yg ty Te 
P : ea if bl! Ke pia ae atte wy soup urs ; 
2 be Sk ss om f 
i ms ee, ee not uo ; , 
2 Y 2 eee oor jAWe 4 ae 
: \ ys ae 
$ ee 
et ye 24 ar 
. ase es ‘ies 
; i 
e : ‘ 
. 4 : 
oy ae 
h ’ 
H i 
f } * 
/ ‘ 
tote y 
5 : Se 
is of ioe o¥ scl 
5 i 
: 
iets fe Fe 
ae ey ws re = { 
. | ay 
i nie uA 
te 
7 
‘ a os i i 
i ao 
J : 4 
F Roar a 
a ie 2 
{ 
‘ } VI 
i te 4 
ie 
¥ ca He wtf! 
at Va net 
cy . 4 
a = ee i a 
a A 
ae P a e 
LE 
1 . a m 
. at fri: Aeros hie anots tbbs 
eu » 
; ; 
id hah ie 
‘ aie 
. — re 4 7 wrt 
j L eek SFTW em oe 
He ae am Te ANY ae: 3 if 
ieee URS) ans | Dae 
Pera B ie ‘ , ey en eae! vis 
rr roa an, Uh a ta) ee ee 4 ong ‘a? Tis () 
vow. .WOLnGG WON clk eee ees ix DO, ann 
ee i y wale tt ae 
: , 5 . j pal de re a _ 
ead ye ; ‘ ' - 5, re . ea SO GINF "ee oy id t yay! ego TF 
a - pass eh : *s - , aes ah Abvhds 


Pie 
omit) « i aes fertile ore ‘ea Janae J 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 219 By 


MR. STEWART: You are restriching thas, vo 
the terms of the present permit. Is that correct? 

0. Yes. 

MR. STEWART: Well, you are putting the 
restriction of the permit volume on an annual basis 
as to the market requirement. Did you assume that 
to be the requirement, Mr, Pattillo? 

Qe No, I must say I. wasn't thinking of 
that annual requirement, Let's first -- well, give 
it to me both ways assuming the annual requirement 
permits and the restricted permits and then let us 
assume it is removed. 

MR, STEWART: Well, under the condition 
where the annual restriction will remain the present 
reserves on the contract would not meet the '59-60 
requirement because of the permit limitation. 

‘a And when you say the !59-60 you are 
talking about from November lst, 1959 through to 


‘October 31st, 1960? 


MR, STEWART: That is correct, yes. 
aa Now, lifting the permit restrictions 


and assuming no contract restrictions would be on =--- 
MR. STEWART: Yes. 
Qe Yes. 
MR, STEWART: Mr, Pattillio, there is quite 

a complex calculation but I would judge it was in 


the fifth year. 
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Q. The fifth year? 

MR. STEWART: In 1961-62 would be my -- 

Q. You would say they would be in 
trouble then on their maximum quantities? 

MR. STEWART: Yes, 

Q. Now, do you know anything, Mr. 
Stewart --- 

MR. STEWART: Mr, Pattillo, that would 
be only my --- 

Q. Yes, I understand that. 

Do you know anything about the aggregate 
reserves of gas that have been estimated here and 
presently available “in the*Provinee or miberta’ 

MR. STEWART: Yes. 

Q. Do you agree that’ on the basis of 
Mr. Orme's report that he anticipates that Trans-~ 
Canada requires all of the present reserves that 
the Province of Alberta has, proved and probable? 

MR. STEWART: Well, Mr. Orme's report 
shows that the Trans-Canada requirement for a 30- 
year term would be approximately equal to the 


present --- 
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Q. Now, Mr. Tippy, I think that you 
were the gentleman thee was responsible for this 
Section of the report called "Discussion of Fac- 
tors Helarine: to Transmission and Marketing of 
Natural Gas". 

MR. TIPPy: Yess sir. 

Q. And I would like to ask you, it you 
would please look at the tabulations that are 
attached to this report and, particularly, tabula— 
tion No. 3, which is headed "Equivalent Cost of 
Alternative Fuels for Domestic and Commercial Space 
Heating". Was such a tabulation as this prepared 
a year ago prior to the first financing? 

MR. TIPPY: Yes, sir, there was such a 
tabulation in the so-called feasibility study. 

Q. Was there any substantial difference 
between the results obtained in 1957 and the results 
Set out in this tabulation? 

By “ileey I would say not Substantially; 
let me just take a look. There are minor variations 
Bi Ne. Price OL O11. 

Q. Up or down? 

MR, TIPPY: It seems to be very I7e1e- 
Winnipeg, the current, December, 1957 price, 18 ,4¢ 
per Imperial gallon, and December, 1956, a year 
prior when the market portion of the feasibility 
Study was originally made, it was 17.7¢. The Lake- 


head, Fort William and Port Arthur, now 19.4 and 
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previously 18.9, Kapuskasing, 25.8, 25.7, virtuall 
the same. Toronto, 16.43 aeainet 1 S.ae a year ago, 
London, 18.3 against 18.4 4 year ago. Windsor, 
oes acainss Gh & year ago. Ottawa, 19,4 in both 
periods, both times. Montreal was 18.3 both times, 
Q. Now, would you explain to the Commis- 
Sion, Mr. Tippy, how a layman should translate this 
document that we have in front OF Us.) Gabutetion 
NO, 37 
MR. TIPPY: This particular tabulation, 
Mr. Pattillo, was to show the fact that there was a 
limit to the upper price which would be paid by a 
consumer in the towns mentioned, for gas for domes-— 
tic heating, and also for commercial heating, 
The principal competition, as we outlined in our 
report, in our opinion was No. 2 fuel ew PR Beg) 
Toronto, London, Windsor and Montreal, and the 
price of $1.27 was equivalent. However, there is 
a recognized difference in the United States for 
the present cost of oil. It would mean you take 
a look around into situations if your price of gas 
to the consumer should rise above that figure.) in 
other words, if I am a gas consumer in Toronto and 
I am required to pay more than $1.37 per thousand 
cubic feet, then I should start looking around 
with these other prices in there because it would 


be cheaper for me to be using oil at 18.3. 
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Q. Or it would be cheaper for me to 
be using coal at the prices given here, 

MAteDEPPpy4 There are some other elements 
that enter into it; that is one of the factors we 
have shown in our tabulations, or chart, that there 
is a relationship between the price at which oil 
cSesoldrandca relationship between the pricesfor 
which gas is Selling, and the result you can expect 
to have -- you can sell gas to some degree even 
where the gas is more expensive on a fuel basis than 
oil; there are other elements that entercintonthiis 
other than the element of expense, Tai sochart 
Shows there is a broad pattern and general tendency 
few theluse ofygas at cheaper prices than oil in 
terms of B.T.U. you cannot hope to obtain high satur- 
ation with sales over a year, We have found, if 
gas is sold at higher prices, the number of installa- 
tions sold are reduced materially. 

Q. Me. Tippy, pares you in. ayposltionete 
tell us, looking at tabulation No. 3, again, how 
these prices you have here of gas, $1.38 for instance, 
in Winnipeg, how does that compare with the fact, 
with the actual price charged in Winnipeg to the 
consumer? 

Migs LLPPY : We aresini gistiche ler aif ri<e 
cult situation in some of these rates and in the 
process of reaching> a statieastudys tbotieirahink TF 


have some computations and I will see if I have 
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the one for Winnipeg, The Winnipeg rates as now 
proposed to Winnipeg and Central, as my people inter- 
pret them in terms of this computation, it is indi- 
cated as averaging $1.13 for the Space heating 
customer who does not use gas for general service 
purposes as well and $1.05 for the Space heating 
customer who does use gas for general service pur- 
poses also, 

Q. And at the Lakehead, what is the 
Situation there as to the break-orf point of $1,462 

MR, MPLPPYy: They have a new computation 
on the Lakehead; if I recall, there was no change 
from the earlier figure. Let me see what it was in 
the earlier figure. The figurelin, the December, 1956 
report was $1.40, 

Q. Was there an actual price charged 
to any of the consumer public in those deliveries 
Shown here which is higher than the break-even 
point as the competitive price of other fuclsseas 
Shown in your tabulation? 

MR, TIP PVs The computation I have on 
Toronto, and it is an altenative computation as 
Welly» there is provision inothehpate: Ghatet en the 
number of space heating customers served reaches 
a number specified, that there will be an effective 
rebate or reduction in. the rate. That rebate rate 
is $1.48 and when it does reach that figure the 


price becomes $1.42 and, I understand from Mr. Orme, 
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Toronto has already reached the figure so the 
$1.42 will be the uniform basis of price for the 
Space heating customer, 

Q. Are there any other cities, besides 
Toronto, where the price charged is actually above 
the equivalent price of other fuels? 

MA. PTEPPY:. ot was examining this to see: 
Montreal, for the central Space heating customer, 
the figures, with general service use, are $1.41, 
and without general service use, $1.47, 

MR, FRAWLEY: Ottawa? 

MR PATTIULO< Mr, Frawley lives in 
Ottawa and he wants to find out. 


Tis EPP ye Mr. Frawley, I do not have a 


2198 


computation for Ottawa, I do not know whether that 


means the rate has just been filed and we die not 
have the record, or that the rate has not changed, 

MR. FRAWLEY: There have been lots of 
pictures in the papers to indicate that the gas has 
arrived. 

Mine JEP Ps I understand that is true. 
The Consumers! Gas Company in Toronto now owns the 
Ottawa system. I do not know what the import of 
that has been on the rate. 

MR. FRAWLEY: Do not bother to find out, 

THE CHAIRMAN: Surely it would go down? 


MR. TIPPY: The figure was $1.47 in the 


im _|| proposed rates of 1956. 
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. Q. Now, just looking at tabulation 
No. 4 where you deal with interruptible industrial 


SerVvLees', This table is supposed to read in 
exactly the same way as you read table No. at 
is that correct? 
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Q. Then,are any break-even points 
Shown on the second ine for gas exceeded by the prices 
charged for interruptible industrial service? 

Mine LLPPY : T Would say Now, ie, heat ta io. 
for this reason: we cannot mix our sales unless you 
make them in line with the competitive condition. 
Actually I would say there were none of these sales 
being made in the territories that are newly re- 
ceiving gas because there is a restriction at the 
present time to get this gas out of storage for pro- 
duction purposes. That would not be true in 
Winnipeg, of course, 

Q. Let me put .it.this way:.1 appreciate 
what you say about gas being used in Ontario at the 
present time but there are projected ‘prices for 
industrial interruptible gas. 

RR eecie ait: Sir, there are generally 
ranges projected and in almost all instances the 
sale of interruptible industrial gas is the result 
of individual contract. 

f Negotiation? 

MR. WoL ery VYespyu Gary There are a lot 
of factors enter into it. For instance, the cost 
of the company to get through and the cost to the 
company and conversion to gas and all these factors 


come in. 


Q Now, would you please explain in a 


“Ve 


few words your tabulation No. e and the significance 
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of these figures and how you say they should be 
interpreted? 

Mive eee ews In the text, Mr. Pattillo, 
we made the point that there was a trend in Canada 
toward automatic heat, whether it be gas or oil. 
These figures taken from the Dominion statistics 
have the number of homes using gas for heat and 
the number using oil for heat over a period from 
1951 in September, 1954, 1955, 1956 and the latest 
figure May, 1957. These indicate, for instance, 
that in Ontario where 28.7 per cent of the homes 
in 1951 were using gas or oil for heat, that 
rose to 48.2 per cent in September 1954, and in 
May 1957 stood at 57.8 per cent, which is really 
a support for the submission that the trend is 
to automatic heat and the question of who gets it, 
gas or oil, and a number of things, make for price 
competition. 

ae I agree, but have you taken, for 
instance, of the 28.7 per cent that were using 
either gas or oil in Ontario in 1951, the greater 
percentage by far were using oil? 

MAY PEERS: That 23 .correce, 

ap Now, that has altered quite a bit 
because in 1957 the percentage using gas as 
compared to oil is much higher? 

MR PEPE es Toate. correc, 


Q Have you got that trend projection 
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anywhere? 

MR, TIPPY: I would like Mr. Orme to 
answer what he has made of the same figures, and I 
think that will get at what you are after. 

MR. ORME: Mr. Pattillo, I think my 
answer to your question would first have to be 
that these are Toronto figures and our estimates 
and projections of Trans-Canada sales requirements 
are for specific market areas. Of course, we 
did take into consideration the trend in these 
particular areas. For instance, in, Vordnio. Tor 
Consumers Gas Company we very definitely took into 
consideration the fact that they are just now 
really getting under way in the attachment of 
residential space heating customers. For instance, 
the first year after the introduction of natural 
gas, which was in the fall of 1954, they attached 
something in the order of 2,000 space heating 
customers. In the second year they attached an 
additional 4,000 and the third year they attached 
an additional 8,000. Last year they attached 
21,000 or 22,000 and this year its budget was 
forecast that they will attach somewhere in the 
order of 30,000 space heaters. The fact that they 
attached so few to start with immediately after 
the introduction of natural gas reflects two 
factors: one is the physical ability of a company 


during a conversion year to attach much new work and, 
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two, is the fact that during the early years Consumers 
Gas made only what I would call nominal reductions 
in their rates. Subsequent to that time they 
had made a series of some fairly substantial re- 
ductions in the rates, particularly as they affect 
residential space heating. As,asmatter of tact. 
the reductions have been put into effect practically 
every October ist, 
Q. Now, have you ascertained of these 
30,000 space heating contracts how many of them are 
new residences that have not had heat of any sort 
before and how many of them are changeovers and if 
you ascertained what percentage is new, then what 
percentage of the new houses in the Toronto area 
being built are being equipped with gas rather 
than other forms of space heating? Have you got 
those figures? 
| MR. ORME: No, I do not have any precise 
figures on those. 


Q Well, do syou mot ,real ly néeedavo 


Ye 


know what percentage of the people are changing over, 
what percentage of the new houses are being equipped 
with gas in order to make any realistic projection 
as to how much gas is likely to be sold if the 
trend continues? 

MR, ORME: That. is ecoerrect,,.and. they 


usually take that into consideration when they make 


their forecasts. 
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Qe Am I to understand that the 
forecasts in here, so far as Toronto is concerned, 
ave really not your forecasts, they are the 
Consumers! forecasts? 

MR, ORME: As far as the first four or 
five years are concerned, which are shown in detail 
on Exhibit 5, the only requirements that the Con- 
sumers Gas Company shows on that exhibit were fur- 
nished us by the Consumers Gas Company and the 
various bases on which such estimates were made, 
and after reviewing them we did accept them for the 
purpose of This study. 

es Well, now, I am looking at Exhibit 5 
as an appendix of C-19-4, page 1, Is that what you 
are talking about? 

MR, ORME: That is correct, sir. 
eis And you show the Consumers Gags 
eentral zone Py “Uhat 16 firm, ao ous 

MR. ORME: That Ts cerrect, These were 
first contracted for on a firm basis for maximum 
demand. 


0 They show the quantities at 82,500 


Mef per day during the year commencing November, 
1958? 

MR. ORME: That Is correct, sir, 

a. And for the eastern zone, that 


would be the Ottawa district? 


MR, ORME: At the present time the eastern 
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zone contract of Consumers Gas Company with Trans- 
Canada covers the chica towns of Ottawa and 
Brockville, 

Oe That is 5500? 

MR, ORME: That is correct. Than is 
a contract taken for the first year of service, 

Q. Then, you show down at the bottom 
of the page additional firm 10,000 Mcf per day; 
is that contract firm? 

MR. ORME: No, sir, it appears on the head 
note on the exhibit. 

Q. That is what they are forecasting 
now to you that they are going to require in addi- 
tion to the 82,500? 

MR. ORME: No, sir, those are my own 
estimates as to what I think they will probably 
need in the next five years, We have not heard 
yet definitely from Consumers Gas as to what 
specific amounts of additional gas they will want 
in the years covered by this. 

Q. Well, nowg will yeu tell us how 
you came up with this figure? 

MR, ORME: Well, there were a number of 
factors taken into consideration, 

Q. Please explain them. 

MR, ORME: In the original contract 
originally covered by the Consumers! contract there 


were certain definite marketing areas and delivery 
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points. Subsequently Consumers Gas Company has 
received certificates from the Ontario Fuel Board 
for service in a humber of communities which were 

not included and covered as delivery points in the 
contract. It is for these that they will need some 
additional gas for those towns which were not covered 
by the contract and presumably not in the contract 
areas. 

Q. Are you talking about this recent 
proposed sale by Dominion Natural Gas to Consumers, 
in that area? 

MR, ORME: My understanding is that that 
deal has been consummated pursuant to which my 
understanding is that Consumers Gas Company acquired 
distribution systems of Dominion Gas Company, St. 
Catharines, and deliveries that were in the general 
area of the Consumers! subsidiary, Provincial Gas 
Company, around Welland and the balance of the Dominion 
distribution systems were acquired by the Union Gas 
Company. 

Oy ThacvWs9rien., I happen to know some- 
thing about that, Is that where you are getting that 
figure of 10,000 Mef, is that to take care of that 
area? 

MR, ORME: That is one of the factors 
that was taken into consideration, I should also 
point out now, Consumers Gas contract for central zone, 


i isi i C ers 
there is a provision in the contract that the Consum 
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Magee tf4 set elects, nominate or designate to Provincia 
Gas Company as subsidiary under that contract and 


therefore its requirements calculated under the 
contract, 

Qe It has been doing that for some 
time, has it not? 

MR, ORME; I beg your pardon? 

An It has been doing that for some 
time, has it not? I mean, this figure up here 
we were looking at a few minutes ago, 82,500, 
that would cover the requirements of Provincial Gas, 
the subsidiary that Supplies Niagara and Welland? 

MR. ORME: I would say it would but not 
on the basis of an additional new 32 markets that 
Consumers Gas Company have received from the Fuel 
Board to serve in the central zone. 

Qi. Well, go on and explain the rest 
of it, how you made these calculations? 

MR, ORME: Well, one of the factors 
taken into consideration was the additional mort- 
gage which consumers had received certificates 
from the Ontario Fuel Board subsequent to signing 
this contract. Two was their acquisition of the 
Dominion markets. Three, there are some additional 
markets not now certificated which it is our 
understanding that they are considering serving. 

My own feeling is that when Mr. Jones gets ready 


to’ contract that he is going to contract for 
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additional volumes which will be in excess 


I have shown for you. 
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Q. Now, as I interpret this exhibit 
for the year starting November ist, 1958, you say 
the maximum daily will be 267,631,000 cubic feet 
a day, is that correct; 267,631 Mcf? 

MR. ORME: You are referring to the total 
maximum day demand of the Canadian markets in the 
contract year 1958-59? 

Q. Yes. 

MR, ORME: Yes y-sip) 

Q. Did you do the forecast a year ago? 

MR, ORME: Yess "sir, 

Q. What corresponding figure did you 
come up with then? 

MR, ORME: I don't have that totalled, Mr, 
PactuLilo. It is shown for each of the separate 
markets in the financing report. 

I believe it is shown in the December, 1956, 
market report under Volume 2 of Trans-Canada Pipe 
Lines Limited Economic Feasibility report and, 
specifically, in Section 1, page A-3 of the December, 
1956 market study, and it shows there a total amount 
of 210,979 Mcf. 

Q. Now, that means that on your present 
projection it is an inerease of 26,000 Mef over and 
above your final figure at that time, in demand 
contract alone, is that right? 

MR. ORME: Yes, sir, and I would like to 


point out in that connection, as shown on Exhibit 5 -- 
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well, of the February, 1958, study, that there is 
already contracted, for that maximum day that you 
Bre reterring to, 236-000 Mer. 

Q. That is right, according to this 
BANDIT 5, page 1? 

MR. ORME: That is correct. 

Q. And a year ago you forecast that 
the total requirements would be 210,000? 

MR. ORME: That is correct. 

oe And of that 210,000 that you fore- 
cast, how much was included for supplies not con- 
Leecued LOr? 

MR, ORME: Those were our then estimates 
of the total sales which either were contracted for 
or would be contracted for, Tor delivery on that 
maximum day. 

Gs Il appreciate that, but LI want to 
know how much of the 210,000 corresponds to the 
eioere in Exhipres &. 

MR, ORME: Well, sir, I think I can par- 
tially answer that. I will do the best I can. 

The Saskatchewan Power Comoany was then 
in the original 1956 report -- I believe it is 
substantially in the same amount that is in Exhibit 
C-19-4; the Plains Western Gas and Electric Corpora- 
Sion is. slightly increased; the Intver-Stave Gas 
Limited is increased above what the figure was 


originally estimated for, primarily for the reason 
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that there was an additional demand. The Winnipeg 
and Central: there was a change made in that and 

I am not sure whether it was made subsequent to 
the preparation of our December, 1956, report or 
not, whereby the contract demands were increased 

to provide for the delivery of some additional 
demand gas. 

I am informed by Mr. Coates that that 
contract change to provide for delivery of addi- 
tional volumes was after the December, 1956 report. 

In the Northern Ontario Natural Gas 
Company markets, shown on Exhibit 5 of Exhibit 
C-19-4, at the time of the preparation of the 
December, 1956 report I don't believe this -- I am 
sure those contracts had not been signed in contract 
form but there were some preceding agreements 
jeading to the signing of a contract in which there 
were certain volumes. My recollection is that 
the volumes: thataré “show 1me Eni bi hy sole eae 
C-19-4 are in excess of those which were reflected 
in our December, 1956 report. 


Q 


Ue 


Well, Mr, Orme, we will be here 
for months if I cannot get this thing in another 
way. 

You have a figure in your Exhibit 5 of 
236,000 contracted for as the maximum day's demand 
in 1958-59. Now, can't you give me the equivalent 


figure showing in your earlier report before the 
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pole 


public financing? 

MR. ORME; Well, I gave you the total 
PLPUre OL 210,000 Mer. 

Qs Yes, DUt 230;000 Te*non thevrote! 
figure in your Exnipit &, 

MR, ORME: The diarricuity Ver tatern= 
cluded are the same markets which were not contracted 
for at the time and, included in some of the markets 
not included for in this exhibit are markets which 
are presumably contracted for, and I would have to 
check them in order’ to give you the total. 

Q. Now, Mr. Orme, let us see if we 
cannot get it this way: 

You have a total figure here of the maximum 
day, based on what has been contracted for and some 
addition amounting to 31,000 that has not been con- 
tracted for but which you are reasonably certain is 
going to be ‘Yrequired. 

MR. ORME: Veo. ul. 

A Now, surely you must have done the 
thing the same way a year ago. You must have 
had, in December of 1956, a total of what was con- 
tracted for and a total of what you thought vas 
going to be additionally required. Now, it is 
those figures I want. 


MR, ORME: We don't have a total. We 


could get them for you. 


Q And you haven't got that totalled 
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for any of the years? 

MR. ORME: NOs Saige: 

Q. What I want to get at, Mr. Orme , 
you see, is why did the picture change so suddenly 
within a year, and I want to see whether this 
change in the aggregate from 45 trillion up to 
18 trillion oceurs in later years where you are 
projecting or whether a very substantial amount 
Of et woe curs: ithe Pine years where you say you 
have actual contract figures? 

MR. ORME: Part of that occurs in the 
5-year period. 

Q. Well, that is what I want to get 
at, how much of it occurs in the 5-year period, 
and perhaps you can tell us this, then, and let 
us go over to the year 1962-63, which would be 
the fifth year: 

Now, according to this exhibit, on page 2, 
in the right hand column, you say the maximum day's 
delivery in that year, Gontracted Wor sie soes 
im) Canada Juco) ria Met. Is that right? 

MR, ORME: That<ds picht, and those 
are the volumes that are presently contracted 
Tons 


Oy And that, in addition, you antici- 
pate that there will be sold 189,177, making a 
grand total of 758,892? 


MR. ORME: he ae ea, 
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Qe Now, let us get at the figure 
you had a year ago, What was the corresponding 


figure you had for the 758,892, a year ago? 


MR. ORME: I believe the figure was 
Hey ely 

Q. Seu --- 

MR, ORME: -=--- 214. Mof, 

Q. And it was approximately 45,000 


Mcf a day less than the amount that is now contracted 
Por in, that year? 

MR. .ORMB:. That is correct, 

0. Now, Mr. Orme, in coming up with 
your aggregate figures, have you taken and drawn 
a graph showing this increase in the maximum daily 
demands within the last year over your forecast of 
a year ago and used that in any way to assist you 
in arriving at your projected total requirements? 

MR. ORME: We have not drawn a graph, 
as, such. 
am Would that be of any assistance? 
MR. ORME: L. dont, thinks eo, 
aha Have you paid any attention, in 
your projection for the subsequent years, to the 
trend figures that are indicated in this 5-year 
computation as opposed to the same five years the 
year before: 


MR. ORME: No, sir, the trend which we 


relied on in our. future projections were the five, 
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Six-year period Similar to Exhibit 5 of Exhibit 
C-19-, 

Q. Would you repeat that, Mr. Orme? 
£ Gidniteeetrthas. 

MR. ORME: I said our future projections 
for requirements reflect the trend in the 5-year 
periods presently shown on Exhibit nO Line pact 
C-19-4 rather than the estimates as they were made 
aryean "ago, 

I did say six years, and there are six 
years shown on Exhibit 5, one of which, of course, 
is a partial year, 1957-58. 

es Have you at any time figured out 
what is the aggregate difference in the five years 
Shown on Exhibit 5 in the requirements now projected 
according to this exhibit and for the same five 
years as determined by you a year ago? Have you 
worked out that aggregate differential? 

MR, ORME: NOs. sir, shodorm’t spatteve so, 
except by observing one with the other, 

These are our best estimates at the present 
time on the basis of conditions as they exist today. 

Q. And Exhibit 6 is your final pro- 
jection based on these figures for the first five 
years, is that right? 

MR. ORME: Substantially, sir, yes. 

Ox Now, what leads you to believe 


that you are going to have such a substantial increase 
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in firm industrial sales in this area supplied by 
Trans-Canada? 

MR. ORME: Well, I believe, as I said 
in “vhe text of the exhibit that you are referring 
to, during the course of years we have had an 
opportunity to observe the growth in industrial 
fuel requirements in this particular market area. 
On the basis of those observations it has been 
very definitely indicated to us that the require- 
ments for firm industrial customers that were 
existing at the time of the original market sur- 
vey some years ago have increased at an annual rate 
of approximately 5 per cent a year. 

ye You would agree that in so far 
as the markets of Trans-Canada are concerned that 
the greatest industrial development at the present 
time is in the Province of Ontario and the Province 
of Quebec? 

MR, ORME: That’ is COrPrects Weearrerr. 

ae And you will agree that coal can 
be used for industrial purposes in those provinces 
more cheaply than gas can? 

MR, ORME: Yes, bub Not Tor*’the partrcular 
purpose that gas has for firm service. It would 
be competitive on an interruptible gas sale but 
there would not be the same result with respect 


to firm industrial gas. Most of that ie oil or 


petroleum gas. 
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To 


Qe So you are reasonably confident, 
from your experience in other areas,.that. those 
requirements will be needed in industrial sales, 
firm? 

MR. ORME: That is my opinion, yes, sir. 

Q. What about the interruptible in- 
dustrial sales? On what do you base that forecast? 

MR, ORME: Well, as, stated in the text, 
we made the same assumptions with the interruptible 
gas as we made with the firm gas. It is,.in, effect, 
a projection of the potential industrial market 
which we assume would be attached during the 5-year 
forecast, and most of the interruptible gas, or 
a substantial part of it, is the interruptible 
portion of the total fuel requirements of industry, 
a part. of which. are considered as firm gas sales, 
so when I made the remark a while ago that the fuel 
requirements in existing industries had increased 
on an annual rate of approximately 5 per cent, that 
was the total fuel requirements estimated, including 
both the interruptible and the firm portions of it. 

Q. Looking at. your figures for indus- 
trial sales for the first five years, have the dis- 
tributing companies of Trans-Canada got firm con- 
tracts for industrial sales as shown in this Exhibit 6, 
both firm and interruptible industrial gas? 

MR, ORME: IT am not informed with respect 


to. all. the contracts, A number of them I do have 
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knowledge of. I would not suppose that at the 
present time, particularly some of the newer com- 
panies, are all under contract at this time; but 
I do know there are negotiations which are in 
progress for at least this amount of gas. 

2 How did you come up with these 
figures, for example, in the 1961-62 year for 
firm industrial sales and interruptible industrial 
sales? 

MR. ORME: Essentially, those sales =- 

I really would prefer to refer you to Exhibit 5 

for the 5-year forecast reflected in that projection, 
The estimates for firm sales reflected in the total 
Sales as shown in Exhibit 5 were arrived at by 
reviewing the estimates of industrial sales made 

in our survey originally, taking into considera- 
tion any results of any further market surveys 

or any changed conditions reported to us by the 
various distributing companies and adjusting what 
we previously estimated to reflect these changed 
conditions. 

Also, I would like to say at this time -- 
and this may be an answer, or a part of it -- that 
all of our estimates contained in the original 
December, 1956 report were admittedly conservative. 

Q. They must have been. 

MRL ORME: And they are done that way in- 


tentionally. We had a reputation of being very 
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conservative in our forecasts of estimates of sales 
for financing purposes, 

Q. Are these equally conservative, 
Mr. Orme? 

MR. ORME: I think you will find some 
of the distributing companies will not agree with 
the amounts I had in them as increased amounts 
forsthe ise years. i Chink whey yaad say that 


they would have higher volumes, 

Q. Well, I never found a salesman 
yet who said he did not need more, in acts than 
he was going to sell. 

MR. ORME: Tt am, not referring to. the 
Sales. I am referring to responsible operating 
officers --- 

Q. SO you considered these figures 
equally conservative with the ones of a Year avo? 

MR, ORME: I sure do, 

MR, McNEILL: Mr, Chairman, I did not 
want to interrupt Mr. Pattillo and destroy the 
record, I did, however, want to draw yore atten- 
tion to the fact, before we adjourned today, that 
Mr, Nesbitt, who is anxious to get away, has one 
or two or three corrections to his testimony of 
yesterday, if that might be convenient. 

THE CHAIRMAN: We will make sure we get 


them, 


MR, PAPER: ae Now, in these estimated 
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Sales to Union Gas Company shown on Exhibit 6, 
for how many years are the figures shown here the 
actual figures, based on contracts? 

MR, ORME: If you will refer to Exhibit 
10, as I have so stated previously in the text, 
the present contract volumes extend through the 
year 1968-69 in the amount of 64 million Mcf 
annually or 64,000 Mmef annually. 

The contract 1s, of course, for a 2oneer 
term and escalates during the early years of the 
contract to the 64,000 Mmcf amount, which also 
says "and years thereafter", 

Q. Mr, Orme, from your study, coming 
down to that -- let us take the first five years, 
having regard to the load factor and having regard 
to the storage facilities that are available: is 
it possible for Trans-Canada to meet these require- 
ments that you project here with its present system? 

MR. ORME: You mean with the existing 
pipe line fully powered? 

kas Yes, and having regard for the 
load factor and the various places which they will 
supply, having regard to storage facilities which 
are available, which are limited, am I not correct, 
to some storage facilities owned by Union Gas? 

Mr. Coates is nodding his head and agreeing. 

MR. ORME: vlell, I didn't understand the 


import of your question, Mr. Pattillo, because the 
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amounts that are deliverable to Union by Trans- 
Canada have actually no relationship to your 
maximum day requirements, because, in the contract 
Trans-Canada is under no obligation to deliver gas 
on a maximum day basis, The contract provides, 
rather, for the delivery of specified volumes during 
the winter RepLoor 

Q. I was not talking about that at ala. 
What I was talking about was the load factor in 
these various communities that Trans-Canada is 

POL NSIS Supply at the present time, and that is 

nou high, is it? 

MR, ORME: Well, some of those are qibieie 
now converted and are high, yes, sir, because they 
now nave a price of Gas which will permit sale on 
a low load factor in residential heating, because 
the over-all load factor is noth very higa Bis 

0. Now, that is what I want to Peu. at, 
and, as I say, you bring up your load factor and, 

Die you have ithe Storage facility you can do a 
great deal with that, can Vou not? 

MR. ORME: That is correct, 

QO, My understanding is that the only 
Storage facilities in Eastern Canada belong to Union 
Gas. 

MR. ORME: There are some smaller ones; 


but the only ones of any consequence are Union Gass 


that is right. 
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ro 


Qe AL Pens . Then I will again 
put my question: Wee a. ee vo .obhe flack that 
the only storage facilities are those of the Union 
Gas; having regard to the fact that you admit the 


load factor is not very high; having regard to the 

design of the present line as it is, when finished, 
is it going to be possible to deliver, in the next 

five years, the quantities that you project in your 
Bolt 59 

MR. ORME: Ve Gani lavbhi tie Lia In 
the fifth year some looping will be required. 

Q. But, apart from the looping required 
in the fifth year, you say there will.be no diffi- 
culty? 

MR, ORME: that is correct. 

MR OPAL TREO Well, I think. I will stop 
right there and allow Mr. Nesbitt to make his cor- 
rections, Mr. Chairman. 


THE CHAIRMAN: Thank you, Mr, Orme. 


MR, CHAIRMAN: Mr, Nesbitt? 

MR, NESBITT: On page 1980, sir, towards 
the bottom, it says: "Northern National Gas Company". 
That should be ""Northern Natural Gas’. 

On page 1991, the first full paragraph on 
the page, the second last line, the word "retirement " 


8) 1 ees u 
4s there and it should be “requirements . 
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| On page e027, the second full paragraph 
on the page, the LasGeLi ne reads, "they were not 
| attached for a period Of monthe,” It should 
read, ‘they were attached for a period of months. 
| On page 203i, the last Tine on the page, 
| the last word is "this" and 46 Bhould be "these", 


On page 2032, the second word on the 


bage is "entity", It should be "entities", 

On page 2051, the last paragraph of my 
own testimony says, "I am awfully close to that. . ." 
tt should have been, "I am not awfully close to 
(ches OC ae 

Now, sir, those are the COnrPeCctions, but 
I have been led to understand that I left the 
impression with the Commissioners that if-as-and- 
when sales were not common practices in industry. 
I did not intend to leave that impression revit amines iy if 
I may, would like to give a word of explanation of 
ano 

THE CHATRMAN: Yes. Stir, 

MR. NESBITT: When an underwriter makes 
a new commitment, it is qualified under the various 
provincial security acts and an offering date is 
set, but the securities are not delivered on that 
day; they are delivered at a later date some two 
to three weeks later. That date is called the 
closing date, 


Between the offering date and the closing 
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date, anyone buying those securities is buying them 
on an if-as-and-when issued basis. We also make 
commitments to institutional investors ‘verbally 
even before the Olferino Gate. 

That is the end of my remarks, 

THE CHAIRMAN; Thank you very much, Mr, 
Nesbitt, 

MR. McNEILL: Now, in connection with Pies 
Nesbitt'ts testimony, so far aS we are aware, with 
the exception of the fact we have been requested 
to produce Mr, Atkinson on Monday, we presume that 
the financial portion of our submission has been 
Cealt with, Mr. Nesbitt is anxious to get back 
to Montreal tonight, if he can, He is quite pre- 
Pavea to stay. it iis necessary to stay. At the 
Same time, he has spent a week with us already and 
I would like him to be released if that..can be 
done without inconvenience. 

THE CHATRMAN: Well, Mr. McNeill, first 
of all, I would not care to give any kind of an 
even implied undertaking that the Commission is 
finished with the financial side. That was, as 
& Matter of fact, oné reason why we sent you word 
that we would like to have Mr. Atkinson here avail- 
able at the beginning of the week, I would assume 
that Mr, Atkinson, as chairman of the finance com- 
mittee, would be able to deal with any question of 


a financial nature which Mr, Nesbitt would otherwise 
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have dealt with in Mr. Atkinson's absence, Is 
that correct? | 

MR. McNEILL: That is correct, sir, in so 
far as current matters are concerned. As the 
Commission heard yesterday or the day before, Mr, 
Atkinson became associated with the company in 
July of 1956 and various matters of history that 
have been gone into and which Mr, Nesbitt has 
answered, of course, are matters that are not wih 
within the direct knowledge of Mr. Atkinson, 

THE CHAIRMAN: Well, I would think 
counsel, Mr, Pattillo, would agree that we do not 
need to hold Mr. Nesbitt over at the moment and that, 
if it became necessary at a later time to have 
supplemental evidence from him on a point that 
cannot be dealt with by some other officer of 
Trans-Canada who would be here next week, that we 
could deal with it later, possibly in Toronte at 
some other sitting. 

MA PATE ECLO: T agree. 

THE CHAIRMAN: I do not want to keep 
Mr. Nesbitt at all on speculation that counsel might 
want to ask him any more questions. 

MR. McNEILL: I am not suggesting this 
as a release of Mr. Nesbitt for all time, sir. 

THE CHAIRMAN: I know. I understand 
that. Let us pucolt thie ways fe, Nesbitt, ao 
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MR. NESBITT: Thank you, sir, 

THE CHAIRMAN: Thank you very much for 
the assistance that you have given the Commission 
during this sitting. On the other hand, please 
Deer in mind that we may have to get you at another 
time, 

MA. NESBITT: Very good, sir, 

THE CHAIRMAN: tT assume, Mr. McNeill, that 
Mr, Orme and Mr. Tippy and Mr. Stewart will be here? 

MR. McNEILL: Yess sir. 

THE CHAIRMAN: The Commission does not 
propese TO Sit tomorrow. I think everyone is setting 
pretty ragged and we will, therefore, adjourn until 
Monday morning at 9.45, 

The hearing of the Commission is adjourned 


Until Monday, the @246h. 


---Whereupon the hearing adjourned, at 4.35 p.m., 
until 9.45 a.m., Monday, February 24, 1958, 
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